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FRIDAY, JUNE 27, 1958 


House or REPRESENTATIVES, 
Suscommirree No. 40n Arrcrarr [NpusTRY 
OF THE SELECT COMMITTEE ON SMALL BUSINESS, 
Los Angeles, Calif. 

The subcommittee met, pursuant to call, at 10 a. m., in courtroom 
No. 10, United States Courthouse and Post Office Building, Los 
Angeles, Calif., Hon. Tom Steed (chairman of the subcommittee) 
presiding, 

Present: Representatives Steed, Roosevelt, and Moore. 

Also present: George Arnold, special counsel for the subcommittee, 
and Katherine C. Blackburn, research analyst. 

Mr. Steep. The committee will come to order. 

This is Subcommittee No. 4 of the House Select Committee on 
Small Business, holding a special session here in the city of Los 
Angeles. 

Periodically, we have held hearings in Los Angeles and the south- 
ern California area, so that we may “have firsthand knowledge of the 
problems in this area in the aircraft industry. 

In the past, we have concentrated on the manufacture and produc- 
tion of aircraft for the military, but the launching of Russia’s first 
sputnik has brought a new dimension to our investigations. 

We believe that small business can and must play a vital role in 
our missile program. One of the purposes of these hearings is to see 
that small business will be encouraged to participate in all of our 
missile programs. 

During the current recession, the House Small Business Commit- 
tee has received many reports which indicate that the small-busi- 
ness man is the first to get hurt and the last to get help. This subcom- 
mittee hopes that on the basis of the information gained in these 
hearings, it may reverse that situation, so that the small-business 
man is the first to get help and the last to get hurt. 

We are here to listen to the specific problems of individuals and to 
try to find a solution for these problems. 

‘We are only secondarily concerned with general statements of 
principle and masses of statistics. 

We have, therefore, requested both representatives of the large 
companies in the aircraft industry and representatives of the mili- 
tary services to be present during the time the small-business men 
testify as to their specific problems. We request and hope these 
representatives will listen carefully and attentively so that when they 
are called to testify they may give us their best suggestions as to 
how these specific problems of small-business men in the Los Angeles 
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area can be solved. We feel that if we all work together, that these 
hearings will result in actual aid to the small-business men in this 
area. ; 

The Hon. Wright Patman, chairman of the House Small Business 
Committee, has approved my request that Mr. George Arnold serve 
as special counsel for this subcommittee during these hearings. 

Before we proceed with our first witness, I would like at this time 
to give the members of this subcommittee present an opportunity to 
make any preliminary statement they might see fit to make. 

Mr. Roosevelt ? 

Mr. Roosrvertr. Mr. Chairman, I just want to welcome you to Los 
Angeles, together with our colleague Mr, Moore, from West Virginia, 
and to say that I am delighted that we are back here to try to bring 
us up to date on these problems of small business which, because of the 
advances that have been made in the industry, are perhaps slightly 
different or perhaps greatly different from the problems which we 
went into 2 years ago. 

I want to congratulate you, Mr. Chairman, on the way you put the 
purpose of the meeting, because I feel that by listening to these prob- 
lems directly from the small-business firms concerned, that we will 
have an opportunity to try to get full cooperation from the bigger 
companies as well as from the Department of the Air Force and the 
Department of the Navy and others concerned, in order that we may 
try to work out something concrete in the way of solutions for the 
small business community. 

Mr. Sreep. Mr. Moore? 

Mr. Moore. I have no statement to make, Mr. Chairman. 

Mr. Steep. I think also I would like to add here that while we are 
dealing with a problem that sometimes results in criticisms, in the past 
this subcommittee has been very pleased with the cooperation we have 
received, both from the prime contractors, from the military, and 
from the small business community, too. 

Southern California is perhaps the most typical area where all seg- 
ments of the aircraft industry are represented, and where its ia 
lems come into the clearest focus. 

We feel that we have been helpful in the past in clearing up some 
of the problems in the aircraft industry itself, and because of that, we 
are here with some optimism that we can perhaps make some contri- 
bution to solving the problems that are beginning to show up in the 
missile program. 

So we want to have you understand that while we are dealing with 
problems, we are just as anxious and as happy to give credit where 
credit is due, as we are to find fault or to criticize. 

Our first witness will be Mr. John Marschalk, who is executive di- 
rector of the Strategic Industries Association, a group of small firms 
engaged in the aircraft industry in southern California, and one that 
has been of a great deal of help to this committee in many ways. We 
have had Mr. Marschalk with us before, and we are very happy to 
have you here again today, Mr. Marschalk. If you will sonetd with 
your prepared statement, it is possible that the committee may have 
some questions to propound after you have finished. 
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TESTIMONY OF JOHN MARSCHALK, EXECUTIVE DIRECTOR, 
STRATEGIC INDUSTRIES ASSOCIATION 


Mr. Marscnark. Thank you, Mr. Congressman. 

I have a prepared statement. 

My name is John Marschalk and I am executive director of the 
Strategic Industries Association, a nationally organized nonprofit 
trade group made up of independent companies specializing in pro- 
duction for defense. We are headquartered here in Los Angeles and 
though most of our membership is in southern California where we 
started, we have many fine members in other States, including New 
York, Pennsylvania, Maryland, Tennessee, Texas, and Oklahoma. 

About 30 percent of our firms engage in direct prime contracting 
about 40 percent mi ike proprietary items of military application ; ap- 
proximately 70 percent do subcontract work. These percentages 
overlap since some companies engage in 2 or 3 of these categories. 

A great portion of the subcontract work is represented by produc- 
tion of missile and aircraft components developed by the subcon- 
tractors, as distinguished from the area of subcontractors, as dis- 
tinguished from the area of subcontrac ting known as substitute manu- 
facture ; that is, production to prime-contractor design. Another sub- 
stantial portion of the work which comes under the general heading 
of subcontracting involves the furnishing of spec ialized services, such 
as heat treating, plating, chemical milling, ultrasonic testing, skin 
milling, et cetera. 

Our membership is open to all firms having a direct interest in 
defense production, but the category of active membership i is limited 
to companies with less than 1,000 employees, engaged for at least 1 
year—the average is 7—in design, development, processing, or produc- 
tion for defense. Applicants for active membership must give evi- 
dence of customer satisfaction with their records of quality and 
dependability. All present members have less than 500 employees and 
are thus categorized as 100-percent small business. 

I have given this fairly detailed picture of our organization to 
provide background for understanding of our viewpoints today. It 
is fair to summarize by saying we represent that segment of in- 
dependent business which is ‘skilled in defense work and experienced 
in the complexities that are unavoidable in military contracting. We 
believe there is no substitute for experience and skill, and that ‘the jet 
speed of technological advance in military weapons compounds the 
premium on these qualities every day. 

I have here the June 9 issue of Aviation Week magazine. On page 
72 is the story of a detailed investigation into the er rash of a Vickers 
Viscount transport aircraft which “occurred on March 14, 1957, re- 
sulting in the death of 22 persons. In the detectivelike process of 
determining the causes for this crash, it was found that a single 
nine-sixteenth-inch flap bolt had failed. I refer to this story because 
it so dramatically emphasizes the problem with which those of us 
in the defense industry live every day, the critical importance of the 
most minute part in the production of defense weapons which may 
c mare as many as 200,000 such parts in a single missile or supersonic 
aircraft. 
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We are dealing not only with minute tolerances, but with exotic 
materials not encountered in normal commercial production. A bolt, 
for example, is not just a bolt, though it may appear to be as simple 
as any other. One of our companies has led in the development of 
bolts made from titanium, a metal with high strength-for-weight quali- 
ties, but tricky to produce and even tr ickier to machine. Even a steel 
bolt that looks like any other may suddenly break itself apart on a 
shelf if it has been plated by ordinary commercial procedures which 
induce hydrogen embrittlement. Another of our companies has 
pioneered in the techniques of vacuum metalizing which eliminate 
this hydrogen bugaboo. 

All of us in SIA believe that a true understanding of the burdens im- 
posed by space technology is absolutely necessary to have a working 
perspective on the problems of small-business participation in missile 
procurement. The highly skilled small firms that specialize in space- 
age techniques are indispensable. Their flexibility and ingenuity 
is a constant source of further progress. They depend for their 
existence on their ability to meet the challenges of free enterprise. 
They neither need nor want subsidies or preferential treatment to 
survive and grow. But they do need protection against the in- 
equitable situations created by preferential treatment and subsidy for 
others. 

Independent firms disappear: Within the past few months, 3 of 
the 7 firms which founded SIA have lost their independence. The 
Paul Omohundro Co., a highly skilled company in the field of metal- 
bonded Fiberglas and similar plastics applications, was sold to the 
United States Chemical Milling C orp. 2 weeks ago. Last month, 
United States Propellers was sold to Turbo Products Co. A few 
months ago, Electronic Products Co., of Santa Barbara, was sold to 
Jefferson Electronic Products Corp., of Chicago. 

Frank Gaines, of Gaines Foundry, resigned his directorship in SIA 
when, 4 months ago, he found it necessary to sell out Gaines Foundry 
to the American Brake Shoe Co. Last week, Waldrip Engineering 
Co., a member for the past 2 years, was acquired by Santa Fe Western 
Corp., of Albuquerque, N. Mex. Two other good members, Thermo- 
form and Aluminum Taper Million, have merged in the fight for 
survival. 

All of these firms had long records of skill and dependability in 
defense work, but they found it impossible to withstand external con- 
ditions of competition over which they had no control. Every one 
of these mergers was a boone, actually, to the individuals involved. 
They assured continuity of employment for skilled workers. We 
could see no merit in legisl ation which might have held up or prevented 
these mergers. But we are most concerned by the industry conditions 
which impel them. 

The three underlying causes which our association regards as most 
devastating are: (1) The operation of the Renegotiation Act; (2) 
competition from Government-owned facilities; (3) inadequate pro- 
tection of proprietary rights. 

Approaching these points in reverse order, we are happy that 
Assistant Secretary of Defense Perkins McGuire has stated his inten- 
tion of revising the Armed Services Procurement Regulations to pro- 
vide the necessary protection for the proprietary rights of inventive 
defense producers. Without protection against the pirating of de- 
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signs, there can be no incentive for further progress. This is a 
serious problem for large and small firms alike, though the injury 
to small firms is proportionately greater for the obvious reason that 
small firms generally develop less ‘complex items, meaning it is easier 
to copy their designs and there are more potential competitors to 
whom these designs can be distributed. 

To clarify our position on this, we believe the Government should 
certainly circulate design data which has been developed by the 
military, or which has ‘been dev eloped entirely at Government ex- 
pense, but we cannot see how the ‘ause of small business is helped by 
taking the privately developed proprietary designs of one small busi- 
ness, copying them, and handing them over to - other small or large 
firms who thus avoid their own costs of engineering and research. 

We are told that the pressures for advertised procurement are re- 
sponsible, but we feel sure the Congress does not intend to encourage 
this form of buying to the extent that it involves killing off the origi- 
nators of advanced designs. 

Since corrective measures appear to be in process within the Depart- 
ment of Defense, we are inclined to leave the subject of proprietary 
rights except to urge that the Congress support the Defense officials 
in their efforts to get a more equitable regulation into effect. 

The problem of “competition from Government- owned facilities is 
one with which we have been concerned since our association was or- 

ganized in 1954. It is a very complex problem and it was not until 
we had studied it for over 3 years that we felt competent to issue a 
special report, The Government’s Facility Fallacy, which traces the 
background, describes the current situation, and makes a series of 
recommendations for cure. 

All the data in this report are gathered from Government or recog- 
nized industry sources and are referenced so that background informa- 
tion may be verified. At one significant point, however, data given 
are quite incomplete. On page 19 of this report, we have referred 
to the publication titled, “Real and Personal Property of the Depart- 
ment of Defense.” Our data were gleaned from the 1957 issue which 
reflects an inventory of $5.35 billion worth of productive equipment, 
excluding land and buildings, owned as of December 31, 1956. We 
felt that this figure was quite small, but it was not until we examined 
the June 30, 1957, figure that we realized the totals did not include the 
bulk of Government-owned productive equipment in the hands of in- 
dustry. Page 1 of this latest edition states: 

The total value as reported is exclusive of the value of (1) properties and 
equipment of the national industrial plant and equipment reserve, which is 
under the custody of the General Services Administration. 

At this time, I would like to submit our Facility Fallacy report 
for the record. Since it covers about 40 pages, it would not be 
feasible to go through it at this time, but we surely hope the commit- 
tee will have opportunity to study it at its convenience later on. 

Mr. Steep. Without objection, we will accept it for the commit- 
tee files. And if you could make available some extra copies so that 
each of the members could have a soaklan copy for his own reference, 
we would appreciate it. 

Mr. Marscnark. I would be happy to do so, sir. We really would 
like to make it a direct part of our testimony, but I know it would 
take forever to do so, because of the length of the material. 
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I would like to make these brief comments about it. First, our 
basic premise is that only by charging fair rentals for all industry-op- 
erated Government facilities can every company seeking Government 
contracts be put on an equal competitive footing. Second, the con- 
tention that the Government saves money by not charging rent, thus 
avoiding the addition of the rental charge as a cost of the contract, is 
obviously fallacious whenever such equipment is inefficiently used. 
Third, the economic restraints which would assure maximum efficiency 
cannot come into play unless (a) rental costs are first made comparable 
to ownership costs, and (6) work which could otherwise be performed 
by private facilities is subjected to the comparative tests of competi- 
tive bidding. 

This last point is vital. Under the weapons system concept—which 
SIA supports—a prime contractor is not obligated to make outside 
purchase of work which could be performed more economically by out- 
side sources. In fact, there are a whole series of Government generated 
incentives to retain work in-plant, even though net lower cost would 
result from outside procurement. 

Just yesterday, we received advice of a General Accounting Office 
decision which criticized the military for failure to insist on a much 
lower rate of profit for subcontracted work. In general, it is the 
policy of the Defense Department to narrow the profit allowed on sub- 
contracted portions of contracts. The ratio is often in the area of 4 
to 1. That is, four times the profit for in-plant work versus outside 
work. 

Similarly, it is the military practice to keep close watch on over- 
head rates, that is, the ratio of administrative costs to direct labor 
costs. There is little difference in the amount of administrative work 
required on the part of the prime contractor whether a given item is 
made within a plant or purchased from a subcontractor. But every 
outside purchase reduces the direct labor base against which the over- 
head ratio is computed. So a subcontractor who can do a job for 
half the cost of in-plant direct labor will make a substantial saving 
in net cost. But the placing of the work outside will automatically 
push up the overhead rate with resulting criticism for the prime 
contractor. 

I would like to interpolate a bit of material given me just prior to 
this meeting on this facilities matter, if I may, Mr. Chairman. 

You will note in the report that we express our belief that many 
auxiliary type facilities are being installed at Government expense, 
in spite of the existence of adequate privately owned facilities to 
meet production needs. 

The data I have been given refers to some chem-milling equipment. 
This was originally developed by North American Aviation and 
Turco Products Co., and it has been broadly licensed across the coun- 
try, with many private producers encouraged to enter the field. T ar 
told there are at least 30 chem-mill licensed operations and probably 
more across the country. 

Recently the Navy employed Stanford Research Institute to survey 
the availability of privately owned chem-milling capacity to see 
whether any additional capacities should be funded by the Navy. 
I have not seen the Stanford report, but I did talk to one of the men 
engaged in the survey, and it appeared to be his opinion that private 
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capacity was more than adequate for any foreseeable future need. 

‘o iustdien within overnight trucking distance of St. Louis, Mo., 
there are at least five chem- milling facilities of private ownership, 
with which we are familiar. California Aero Products and Texas 
Aircraft Milling both have facilities in Dallas. Anadite has a plant 
in Hurst, Tex. Midcontinent has a facility at Tulsa, and Thermoform 
has a chem-mill set up at Youngstown, Ohio. 

Yet we understand that the Air Force has funded a $450,000 facil- 
ity for McDonnell Aircraft, a facility that is just now nearing com- 
pletion. oe it is not oe convenient for McDonnell to use 
any of the facilities I have listed. Yet we know that Boeing didn’t 
hesitate to place some of its chem-mill work with Grumman Aircraft 
at Bethpage, Long Island, when it found it could get a lower price 
than it had on its contract with a private source on the Pacific Coast. 

Leaving the facility problem, our final problem is renegotiation. 

The Renegotiation Act supplies the strongest possible ‘deterrent 
to expanded subcontracting. The current renegotiation regulation 
Says: 

A contractor who subcontracts work may not reasonably expect to be allowed 

as large a profit thereon as if it had done the work itself. 
It goes on to say that some amount of favorable consideration will be 
given if the subcontracted work is placed with smaller firms, but we 
understand this means the profit penalty will simply be reduced, not 
eliminated. Any way you read it, it is mighty poor incentive to sup- 
port the small business subcontr acting program. 

We think the provision violates economic sense. It is certain that 
General Motors doesn’t have a single subcontract on its automobiles 
except those which help to earn a larger profit. It makes a larger 
profit because these subcontracts save money. When a Government 
prime can save Government money by making an efficient subcontract, 
it ought to get a larger profit as a reward for the saving—not a 
penalty. 

Instead, the profit penalties are the prime incentives for getting 
the maximum amount of rent-free Government equipment—for secur- 
ing Government furnished processing equipment as a means to in- 
crease the volume of direct labor in-plant. Once installed, the com- 
petitive tests are no longer applied because private facilities—no 
matter how skilled—cannot bid except on overflow requirements. 

We do not blame the larger companies for this. We think they 
would have to be saints to follow any other policy. 

Regardless of blame, results are disastrous to independent firms. 
In any period of prime stretchout or cutback, outside suppliers get 
hit far the hardest. The average drop i in workload among SIA mem- 
bers was 50 percent from March 1957 to January 1958. Some lost as 
much as 80 percent. Incidentally, a couple have gone out of business, 
so that would be 100 percent loss. 

We believe Congress can correct the conditions. We believe ade- 
quate protection against excessive profits can be obtained from present 

redetermination procedures. We sincerely believe renegotiation 
should be discontinued. 

We believe all Government-owned industrial facilities should be on 
a uniform rental basis with the rent to be paid to the cognizant mili- 
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tary service instead of to the general fund of the Treasury. This 
would also require congressional action. 

We believe use of Government-financed facilities for subcontract- 
ing purposes should be prohibited whenever privately owned facilities 
are shown to be available to do the work economically. 

We believe no further facilities should be installed without thorough 
survey, perhaps with SBA concurrence, that would establish the ab- 
sence of privately owned facilities and the unwillingness of private 
capital to provide new facilities. 

We believe that Department of Defense Directive No. 4005.14 should 
be fully implemented by the services. This specifically directs that 
privately owned fac ‘ilities be preferred in considering the award of 
contracts in order to hold militarily owned facilities in reserve for 
emergencies. 

On behalf of Strategic Industries Association, may I thank the 
committee for giving us this opportunity to present our facts and 
viewpoints. 

Mr. Streep. In connection with your last comment, I had an oppor- 
tunity very recently to get personal information that in the granting 
of a missile contract, the Air Force did follow this order, and in the 
setup of the production schedule, some 35 percent of the contract was 
automatically earmarked for existing small business facilities. So 
in that one case, I know there is some evidence the military is trying 
to get some results through that order. 

And I think it offers promise of a lot of help in that direction. 

In the 84th Congress, a subcommittee on the House Armed Services 
Committee made quite a study on aircraft costs and profits, and various 
subjects, and they dealt with this facilities-and-renegotiation problem 
that you have been discussing here today. They came to the conclu- 
sion that the peculiarities of the aircraft industry are such that it 
could not exist on a capacity basis sufficiently large to meet military 
needs in time of national emergency unless it had military support 
constantly, at all times. It refers to the aircraft industry in terms 
of its capacity as being a part of the military effort, and makes a 

-ather strong case in favor of Government-owned facilities and that 
sort of thing. 

Now, in the part where it deals with facilities that are integrated 
or scrambled or mixed with company-owned facilities, it recommends 
that wherever possible the Government sell those facilities, so that the 
prime contractor would own the entire plant. 

Have your people given any thought or any study to that phase of 
it? 

Mr. Marscnak. Mr. Steed, we have. We feel, generally, this way— 
that there is not enough money in the aircraft industry to buy all the 
plants that are needed to build the missiles and the airplanes. There 
is no question about this. because they have never been allowed much 
more than an average profit of about 3 percent. They have not built 
up reserves, where they could buy these plants and the equipment and 
the other things out of pocket or from public financing or any other 
way. 

This is why we recommended a rental basis, which would be an in- 
flow process, rather than demanding that they suddenly come up with 
the dollars to purchase. 
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Mr. Streep. Well, they do not recommend here that a complete plant 
be sold. They explain that there would be no way to get anything 
like a fair price out of it. But I have in mind one instance where a 
company owns most of its equipment and facility, but it also has 
some of the Government facilities included in its plant, and they have 
had some difficulty taking on what they call commercial work because 
of their inability to have a rental deal where they can use this Gov- 
ernment equipment in commercial production—it is supposed to be 
used exclusively for military production. Well, they happened to be 
the sort of plant that would be more prosperous if they could do some 
of both. 

[ was impressed with this recommendation that the Government dis- 
pose of the Government-owned facility where the priv ate owner had it 
and would buy it and include it as a fully owned privately owned 
facility. 

{ wanted to make clear that that is a difference from one of these 
completely Government-owned and maintained plants. 

Mr. Marscnatk. Well, Mr. Chairman, may I make this observation. 
So far as we can see, nearly all the fac ilities are mixed facilities when 
you start talking oe eee Now, you may get over to a 
plant in one part of one area that is under North American or Douglas 
or Convair or what-have-you, and that may be entirely Government- 
ewned. But, generally speaking, these things consist of a mixture, 
from a Lockheed standpoint—some Government, some military. I 
think the Convair plant recently built ouside of San Diego is private 
building and land, and Government equipment within it. So this is, 
admittedly, and we certainly feel this—that this is a very, very com- 
plex problem. We feel that if you are going to have any reserve— 
and this is referred to in the report—for the future, that the only 
place you can maintain a reserve is in Government plant, because if 
you pull everything into a Government plant in a reduc ed procure- 
ment time, then everybody on the outside dies, and there is no place to 
expand if there is any push. But if you can keep some level outside 
on a competitive basis, not on a forced basis or a fixed percentage basis 
or a club basis, but just simply because it is cheaper to do it that way, 
let us find out about it and do it. And then hold the Government 
plant in some reserve or idle standby service. ‘Then you have an 
expansion base. 

Truly, we are concerned just as much about the defense of the 
country, and more about the defense of the weer than we are 
whether any one of our companies stays or goes. We do not like to 
see them go, believe me. But this isa problem we think is a lot more 
important than our individual survival. 

Mr. Srerp. In this report that I referred to, in 1956, the figures they 
had showed that of 12 major companies, that they chec ked, the Gov- 
ernment owned $895 million worth of the plant facilities and these 
12 companies themselves only had $349 million invested in their own 
plant. 

Mr. Marscuak. Mr. Steed, I am not sure that is entirely fair to 
the companies. They have depreciated their figure and the Govern- 
ment has not depreciated its side, I suspect. 

Mr. Sreep. This is also covered in here. The depreciation figure 
on the part of the companies would have cut them down to two- 
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hundred-some million dollars. Of course, had the Government plants 
been depreciated, the ratio probably would have been less severe. But 
they also justify that from the standpoint that having these facilities 
in being, in case of national emergency, makes it necessary, and it is 
the only way that it could be done, because private capital just will 
not run that large a risk. But by that same point, it seems to me if 
you can justify such a heavy investment in plant facility on the part 
of the Government, so that it can procure its military aircraft when 
private capital cannot or will not do it, that by that same token it is 
just as important to the national defense that this broad base of your 
small specialized independent plant to be maintained as it is these 
Government or these prime facilities, because experience teaches us 
that you cannot do a major production job in time of national emer- 
gency unless you have the benefit of all of them. And I think if you 
are going to look at it from a national defense standpoint, you have 
got to give the same consideration and weight to the broad base as 
you do to this Government-owned and maintained facility. 

Do you agree with that ¢ 

Mr. Marscuak. I certainly do, Mr. Chairman. You cannot ask 
private capital to invest in the major assembly plants that tomorrow 
may be unneeded if technology changes. They have to have the big 
plants. And Government has to provide that. And we certainly 
agree. 

But where we are concerned is in the killing off of all of these little 
specialized services that are on the perimeter, where auxiliary-type 
things, plating equipment, heat-treating equipment, things that have 
been invested in by private capital of small business, are duplicated at 
Government expense, and without a true measure of whether there 
is availability in the outer area. 

There is in the facility report an instance, shown in the back, of an 
exchange of letters where one of the smaller firms said, “We would like 
to put up a plant in Denver to handle some chem-milling. We under- 
stand Martin has a big facility up there, coming up as a plant.” And 
the military response was, “We really don’t need it, thanks a lot for 
offering.” Today, Martin has its own chem-mill facility, that is its 
Government chem-mill facility. 

It is in that area we have the biggest problem as we see it today. 

Mr. Sreep. I think the subcommittee’s feeling that we were jus- 
tified in going into this problem as the industry faces it when the 
missile problem takes over is perhaps better illustrated by a statement 
that was made by Lt. Gen. S. E. Anderson, commander of the Air 
Research and Development Command, at a dinner of the Institute 
of Aeronautical Sciences in April of this year, in which he said: 

It is important to realize that the aircraft industry is the missile industry. 
The arts and sciences which brought man flight from 42 miles per hour of the 
Wright flier to the supersonic aircraft of today are the same arts and sciences 
which, with greater refinement and sophistication, have made the guided missile 
a reality. 

Well, I agree with that. And I think that as we go into this missile 
thing, we are going to have inherently the same problem as between the 
small and the prime or large facilities that we have had in the aircraft 
phase of it itself. And we felt that, in view of the fact that the military 
announced in March that they were making some very large increases 
in their procurements, both in missile and aircraft, by this time the 
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results ought to become evident as to whether the trend was going in 
the direction that we wanted it to go. 

Have you any studies or information to indicate specifically how 
any of these missile production programs have been marked out, and 
the ratio of small business participation in those type contracts, com- 
pared to the small business participation in the aircraft type 
contracts ? 

Mr. Marscuauk. We do have. No. 1, we made a very quick tele- 
phone survey across membership just recently. We found that there 
has been a very minor pickup, 1n the order of about 5 5 percent, since 
the first of the year, in overall business. And, of course, all of it is 
defense work, so this ties in with where is it coming from? 

We have found this, too. That in the production of missiles, I 
think statistics have been published showing that about 20 percent ‘of 
the dollar goes to the missile itself, and 80. percent to handling and 
allied equipment that is involved. The missile program is relatively 
smaller. It will require much less machining. As far as machine 
shops are concerned, they probably will not have as much to do in the 
missile program and can’t hope to. But they may in the ground han- 
dling or related handling equipment. 

However, most of these things are in such small production numbers 
today, or they are in the long drafting stage, engineering stage. This 
is true, for example, of a major aire raft contract that has been let in 
this area. It will be months before much of this would in any way be 
available. We don’t know what the program is to put it out, and I 
think there you just have to ask the aircraft companies themselves. 
We simply don’t know. 

Mr. Srrep. Well, to give you some idea of the amount of this we 
were thinking about, there was an article in the Wall Street Journal 
in March, and I quote: 

Aircraft contracts totaling $4.6 billion will be placed during the first 6 months 
of this year, 1958, compared with $3.5 billion in the first half of 1957. Defense 
Secretary McElroy detailed a previously announced boost of more than 50 percent 
in major military procurement orders representing a facet of the administration’s 
antirecession drive. Missile awards were slated to be $2.2 billion up from $1.2 
billion in the closing 6 months of last year. 

Now, in the light of that, we were wondering if the impact of that 
increase in military procurement had been felt, and whether it had 
made any headway in helping to relieve some of the distress com- 
plained of in this area. 

Mr. Marscuatk. At this point, not significantly so. There is no 
indication particularly, because of the time delay. I am sure the 
contracts have been placed. As a matter of fact, there is one very 
significant thing. One of our companies has a settlement pending 
with one of the services in the order of about half a million dollars, and 
has been aksed to please wait a little bit because the men that have to 
make the settlement are under strict orders to put all their time on 
placing new business. So he has the problem of getting his money out 
of this contract, because they are pushing to get new business out. 

But as far as any ove rall picture of an increase, there isn’t—not 
to any degree. 

Mr. Sreep. I have a letter from one company that was complain- 
ing earlier in the year about their loss of business, and this was writ- 
ten in May, and now he has gotten rid of that problem. He has got- 
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ten a lot of new business. But his complaint now is the policy of the 
military and the increase of the percent that they hold back during the 
course of his contract. He said that they did keep him about 10 per- 
cent back, but now it has gone up as high as 30 percent. And in some 
cases where the contracts have been finished and delivered, because 
they didn’t have the site ready or some other reason that the producing 
company didn’t control, they had not actually put it into service yet, 
they still held out 5 to 10 percent of the final contract price, which 
worked a particular hardship on his company. And he said that it 
was making it impossible, having to carry that much of a contract, to 
finance it himself over an interminable period of time—making it im- 
possible for them to do their financing and pay the interest charges 
and still remain competitive. : 

Have you had any substantial amount of that sort of complaint in 
this area ? 

Mr. Marscnatx. We have been very concerned with the progress 
payment level to which you refer, which was cut last year from, I 
think, 75 to 70 percent on overall cost. 

Originally, there was an exception made for smaller firms. They 
were to remain at the 75 level. But the General Accounting Office 
issued a ruling and said, “No, you can’t do that, you cannot help a 
smaller firm with this higher rate.” But we experienced the most 
problem with this in terms of payment from the primes. Now, we 
are happy to say that currently our last checks across the field show 
the primes are all paying their bills very well. At the end of last 
year, when there was that tight money situation and the holdback of 
payments to them, there were some who literally did not get payments 
to their subs in the normal space of time. And we are worried, in 
this respect, that we understand—we don’t have the data precisely— 
that if the rates were cut, say, another 10 percent, which has been 
rumored to be a potential policy of the Department of Defense, there 
might not be this much money available in the commercial markets 
for the primes to quickly borrow. In other words, we are very hope- 
ful and are recommending, “Please keep the progress payment levels 
at least as high as they are.” If you have to go borrow some money 
for the Treasury to do this, it is probably going to be borrowed at 
alot cheaper rate. a 

Mr. Srerep. As I flew into Los Angeles yesterday, I was sitting 
with the man who had just been to Wright-Patterson, and he was 
complaining about the difficulties his company was having in getting 
a final payment in settlement on some of the work they were doing. 
And he seemed to feel that a lot of it was just, not a matter of policy, 
but just a matter of—well, whimsical, somewhat, on the part of the 
military people involved, and he wanted to know if there was any 
Way that that sort of thing could be expedited, because in his case it 
had dragged on for several months and had amounted to a rather 
substantial expense that his company had suffered because of the dally- 
ing on the part of the military to make a settlement. 

Mr. Marscuarx. Mr. Chairman, on termination settlements, we 
understand currently the value of unsettled contracts is approximately 
SG billion. This figure was published in Washington just a week or 
We think that the subcontractor and sub-sub settlements are 
Sometimes it is because the sub does 


so ago. 
horribly delayed in many cases. | 
not know how to make up the particular form that suits the Govern- 
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ment auditor, because now everything must be audited and reaudited. 
And the termination settlement proc cedure today contains no incen- 
tives for rapid settlement. The only fellow that has the incentive 
to geta settlement in a hurry is he guy who has the claim. Because 
there is no provision for interest payment, there is no provision for : 
penalty for delay. So this is another subject that we didn’t cover 
in this statement, but we are certainly concerned about it. 

Mr. Sveep. The Ar ond Services Committee report to which I refer- 
red, dealing with the 1956 situation, went into renegotiation, and found 
that on an average they were about 4 years in arrears with their 
renegotiation work, and had complained rather se sverely about that, 
and recommended that every possible step be taken to shorten that 
time lag. 

Are you in a position to give us any information about what the 
time lag is today ¢ 

Mr. Marscuatk. No, sir, I am not. A majority of our companies 
are not today directly subject to renegotiation. Our pain from re- 
negotiation comes in the negative influenc e on subcontracting. But I 
think that one gentleman I talked to the other day about his partic- 
ular company said they have not yet covered 1954, for his firm. He 
doesn’t expect that he will be called upon to make a refund. It wasn’t 
that. But they have not cleared him on 1954 business. 

Generally, we don’t have the volume of business where a great 
many of our companies are going to be under renegotiation. 

Mr. Strep. Mr. Roosevelt ? 

Mr. Roosrvecr. Mr. Marschalk, if I can take it in the order in which 
you had it here first, the proprietary rights you refer to, such as See- 
retary of Defense McGuire’s intention of revising the Armed Services 
Procurement Regulations—do you know whether this requires any 
legislative action, or can this be done purely by administrative action ? 

Mr. Marscua.k. It can be done purely by administrative action. 
I think the administration is a little bit concerned about pressures, 
let us say. But they can do it. It is within their power to make a 
regulation in this, under current laws. 

Mr. Roosrveir. Would it be helpful to have legislation on the sub- 
ject from the Armed Services Committee, and, if so, have you given 
any thought as to the wording in which it should be put? 

Mr. Marscnark. At this point we felt it could be done by the De- 
partment of Defense, and if it is not done and there is then something 
raised, maybe we will have to dig into that. But we have not. We 
think it isall right within their bailiwick. 

Mr. Roosrvetr. Is there any place where these cases of piracy that 
you refer to are documented—anywhere at all ? 

' Mr. Marscrark. Yes, sir. I have material on such things. We 
have this sort of situation. Company X has delivered its—sold its 
product to the Navy and the Air Force both. And at a given point 
the Air F Orce SAYS, “All right, now we have bought enough - from you. 

So they take the material, the design sheets that were origin: ally sub- 
mitted for evaluation purposes or for tests or what have you, and 
they say, “Well, we see nothing wrong whatsoever with copy ing this 
desien and putting it out to have someone else bid upon it.” And 
they are in doing this, I am sure, responding to the constant. requests 
for more advertised procurement. But, as we see this situation, 92 
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percent of everything you are going to buy is beyond advertised pro- 
curement. That is the big bombers and missiles. So all they are do- 
ing is worrying about a half percent in here. Maybe the Congress 
should express itself that the things to be bought in advertised pro- 
curement are common supply items, things where the Government 
owns the design, has paid for it entirely. And then everything else 
should be under a very carefully supervised negotiation program. 
We believe negotiations ought to be increased as a practice in buying. 
But that obviously it should have great surveillance. And these two 
problems are intimately tied in their effect on small business. 

Now, you mentioned before the matter of facilities. One of my 
men told me this. It is hearsay, as far as evidence goes. He said, 
“T was told by this contracting officer, ‘I could give you this order 
if you had a Government facility, because we are supporting Govern- 
ment facilities’-—this is some months back, at this time they were sup- 
porting Government facilities—‘but since you have your own plant, 
I have to put it out for bid.” There was no regard for the fact that 
the item truly belonged to the man who originated it. If the commit- 
tee wants documentation, we can supply it. We don’t like to. 

Mr. Roosrverr. Well, I do not think at this point it is necessary, 
but I think if the administrative action is not successful, and we need 
legislative action, then it would become necessary, and I am just 
anxious to know whether it is available. 

Mr. Marscuark. Secretary McGuire is most cooperative, and I think 
he understands the situation. We are very much encouraged. 

Mr. Roosrverr. Now, obviously, you feel very strongly that these 
Government-owned facilities, and the suggestion which you make, 
that a rental charge be included in a competitive-bid situation. That 
I think could be based upon another factor—it seems to me to be a 
slightly erroneous situation to say that it saves the Government not 
to put a rental charge in, or allow the primes not to put it in, because, 
after all, the Government still does have the initial cost of that, and 
there is on the taxpayer—there certainly is maintenance cost and 
other costs that are a direct charge. 

Is it, therefore, a reasonable thing to ask the military to set rental 
figures on all of this different machinery so that you could get a com- 
parative or a proper comparison when you were asking for competi- 
tive bids? 

Mr. Marscuark. We feel so. But they have a problem, and Con- 
gress has to take care of their problem, and it is a big one. 

If a plant or a piece of equipment is put out to rent, the money 
from that rental goes over here to the general fund of the Treasury. 
Now, when they buy the end item that is produced on the equipment, 
conceivably it includes, in some portion, a charge for the rental that 
was paid, just as it would include amortization of facilities or what 
have you if it was privately owned. So they say, “All right, this 
adds to our budgetary requirements, but doesn’t give us an offset be- 
cause the money goes over here.” 

Now, Congress could easily provide that the rentals be paid back 
to the cognizant service, in which case they would become an offset. 
I don’t think the military would be quite so opposed to this if that 
were done. Men I have talked to at various places in the military 
have raised this as a very serious problem, and it is. It always looks 
to them like they are spending more money than they should. 
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Mr. Roosrverr. I think it would be very helpful to the committee 
if you would give us a specific recommendation on that point, because 
that is the objection we have heard. And I think if we could then 
present that to the Armed Services Committee it would be helpful. 

Mr. Marscuatx. We have specifically listed a format, and it is in- 
cluded in the report. And, incidentally, the head of the ODM issued 
a general regulation making this rental approach effective. But then 
in a sort of a redraft, as we understand it, there was 1 little line that 
says, “This doesn’t apply to anything under fac ility contracts,” which 
is 90 percent of what we are ti king about. So it has been given some 
consideration at that level. 

Mr. Roosrvetr. Now, on the subject of renegotiation, do these re- 
determination procedures—are they included in the Renegotiation Act 
or separate ¢ 

Mr. Marscnark. No, sir. This is one of the several contracting 
procedures. You have these main categories. Cost plus fixed fee, 
which is fee being negotiated at the time and all costs being reim- 
bursable. ‘Then you have a target-type contract. In other “words, 
you have a given fee. If you reduce your costs under the targeted 
figure, we increase your fee. If you increase your costs over the tar- 
get figure, we reduce your fee. Then we have a price-redeterminable 
type. There is where we ay expect that we will reduce this 
on a fixed price, and we set a price initially, but we know the prob- 
lems of the learning curve, or there may be material problems, in- 
creased costs—so we agree that we will review, after a period of ex- 
perience, and reset the price. 

Now, each one of these contracting procedures—and I should say 
fixed price, too, since that is generally competitive-bid situation di- 
rectly—has within it some feature to restrict the margin of profit to 
reasonable levels; all of them do. And the worst thing that we see 
is that in target-type contracting a company has knoc ‘ked itself out 
and reduced its costs by one efficient means or another, and therefore 
its ratio of profit has gone up, and that same profit rate can now be 
attacked by the board and be made an excess profit and recovered. 
This is precisely the Boeing case, as we understand it, the $10 million 
refund request of a year or so ago. Everybody has examined every- 
thing, the military has been conscientious, and even the local renego- 
tiation board cleared that situation. Then the National Board made 

determination that a refund was required. For all we know— 
there are no standards. Industry cannot tell. It is a bad law in that 
respect. 

Mr. Roosrverr. But you feel that perhaps a greater tightening of 
the redetermination procedures would do the same thing to prevent 
what you might call excess profits, because, after all, there is the 
position of the taxpayer to be considered here, and it is not exactly the 
same thing as the usual free-enterprise system. 

Mr. Marscnatk. We just feel that all the protections against un- 
conscionable profits exist right now. We think the military likes 
renegotiation because it takes them off the hook. If they did goof, 
maybe they wouldn’t have to come and sit in front of one of your good 
committees to explain it, because renegotiation might catch it later 
on. But this is not assured either. 
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Mr. Roosrvetr. Lastly, you mentioned that there are no penalty 
provisions in final settlement payments. Would you recommend that 
at least interest to the private concern be provided if beyond a certain 
period final settlement was delayed ¢ 

Mr. Marscnauk. Yes, sir. The Contract Settlement Act of 1944 
provided for interest from the day the claim was filed, as I recall. 

Mr. Rooseverr. Was that eliminated ? 

Mr. Marscnarx. That was eliminated when the 1947 Armed Serv- 
ices Procurement Act was passed. That superseded the Contract 
Settlement Act, which went out of the picture. 

Mr. Roosrverr. And you recommend it be put back in again? 

Mr. Marscuank. Yes, sir. We settled more contracts faster at the 
end of World War II fairly and finally than ever before in history. 
It was a tremendous problem. It was beautifully met. But the only 
thing was that the General Accounting Office was excluded from 
review except for questions of fraud. And we feel the same thing 
should be done today. The GAO now wants to look at everything. 
There are so many audits that is really wastes the taxpayers’ money 
all over the place. 

Mr. Roosrvetr. This would help not only small business, although 
it perhaps becomes more important to small business, but it would 
help everybody. 

Mr. Marscuax. It is a help large business deserves too, yes, sir. 

Mr. Roosevert. I want to thank Mr. Marschalk, Mr. Chairman, 
because I think we have put him to some inconvenience by being here 
today and tomorrow, because his association, I believe, has some meet- 
ing or something which we are interfering with or competing with. 

I want tothank you for your help to the committee. 

Mr. Marscnark. Thank you. 

Mr. Steep. One suggestion that we have had, Mr. Marschalk, in both 
renegotiation and this settlement—final settlement of contracts and 
so forth—is that this man says “We believe that a legal staff should 
be available to small-business men to advise and champion the cause 
of those enmeshed in controversy over contract terms. This depart- 
ment should have sufficient liaison with the Attorney General’s office 
to empower them to arbitrate differences of opinion between contrac- 
tors and contractor’s offices in due course.’ 

Has your organization given any study to such an idea as that? 

Mr. Marscnan K. fag sir, we have not. And I don’t think I should 
even comment on it, because I don’t fully see how it might operate. 
But we have never even discussed this. 

Mr. Roosrvett. Well, Mr. Chairman, if I may, is it not also possible 
that the Small Business Administration could give this service at the 
present time? That is, through the liaison offices. 

Mr. Marscuark. I suspect so. I literally don’t know. 

Mr. Steep. Only in an advisory capacity. 

Mr. Moore? 

Mr. Moore. I have a couple of points I want to go over with you, 
Mr. Marschalk. 

One question arises out of the colloquy between you and Mr. Roose- 
velt with respect to the question of the Renegotiat ion Act. You cited 
the Boeing case as an example of a renegotiation that had taken 
place and a requirement placed upon them to return some $10 million. 
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Do you believe that the Government should have the benefit—and 
the opportunity, in looking at these contracts—of any improvements 
in technology or pr oduction methods that were not known or not in 
use at the time the contract bid was entered, or the contract was 
entered into ¢ 

Mr. Marscnatk. Mr, Congressman, I think the Government gets 
the greatest benefit out of a situation in which there are improved 
tec hniques, and that under a target type contract, this is immediately 
made the case as a result of the contract. Perhaps I need to explain 
just how this works. 

The Government is paying basically a list of acceptable costs. In- 
cidentally, they disallow a lot of costs, too, that we in industry argue 
with. And they have set a fee. They say, “Now, if your costs go under 
this, we will increase your fee.” But here is the import int ‘thing to 
keep in mind. The cost may go down $100 to provide a $20 increase in 
fee. So $80 of the benefit has alre: idy gone to the Government as a 
result of this improved technique. And this is precisely why we 
think there is complete unfairness in this Boeing situation which years 
later comes back and says, “You did wrong.” 

I should also point this out, sir. That although that was listed by 
the Renegotiation Board as a $10 million refund, and they take credit 
for having saved $10 million, more than $5 million had already been 
paid in taxes. So even these figures are inflated to make them look 
good, in a sense. The net amount of refund is only the untaxed 
portion. 

I hope my answer is responsive. 

Mr. Moore. I think it is. 

It would seem to me, in the light of your statement, and the prob- 
lem that your organization has today, that the rental factor involved 
here isthe main problem. Is that not true? 

Mr. Marscuak. Well, we feel, sir, that renegotiation is No. 1 be- 

‘ause without the incentives of renegotiation, you will not have the 
equipment incentives. And, therefore, they are related. The rental 
problem certainly is very large. 

Mr. Moore. Are any of the members of your organization now leas- 
ing equipment from the Government and using the same in their 
privately owned facilities? 

Mr. Marscnatk. One company has one lathe it leased some 8 years 
ago, to my knowledge. This is the only piece of Government equip- 
ment. And it pays regular rent on it, as distinguished from the rent- 
free position we were talking about. 

Mr. Moore. You have suggested a method by which this rent prob- 
lem can be taken care of by Congress approving legislation to allow 
the various services to retain the accumulated rentals which they 
are going to get. 

Do you not think this might create a difficult problem because it 
would permit these services to accumulate vast amounts of money 
under these rental contracts which would not be under the control 
of the Congress? 

Mr. Marscuatx. No, sir. I would say they would be fully under 
control. The amounts of money would be relatively insignificant to 
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the total amounts of money that the services have toexpend. And they 
could be directly assigned to the maintenance of those items of equip- 
ment that must remain in idle reserve. The Air Force, the Navy, and 
all of the services and their branches have substantial reserves of 
equipment right now that represent a burden to them. In fact, one 
of the reasons that there seems to exist an atmosphere within the 
services to place contracts at Governments plants is the desire to avoid 
any costs for maintaining plants in idleness, since this is a direct 
burden on the budget. It could easily be tied together. 

Mr. Moore. Now, the other point I think that you discussed was the 
question of the payments that the prime contractors were receiving, 
and these late payments of necessity then slowed the payments down 
to the various subcontractors. Well, this is not a problem that has 
cropped up in the last year or two, but it is one that has been in 
existence since this mass defense program has been instituted, is that 
not true ? 

Mr. Marscuauk. Mr. Moore, no, sir. As of last September 4, there 
was a telegram to all major producers, from the Department of De- 
fense, indicating that they would not get full reimbursement, and 
they were asked to hold back billings, as a matter of fact, because there 
was literally a dollar shortage. Also, the levels of progress payments 
were reduced by directive, I think, as of August last year. 

Mr. Moore. That was the 5-percent reduction ? 

Mr. Marscuaik. That is the 5 percent. But 5 percent in the area 
of the billions of production makes quite a big difference in available 
cash. It is hard to scurry for this.‘ I understand that industry people 
went to the largest banks in the country to see, if this thing went 
further, whether they would be able to get the money, and they were 
told they would not. I don’t know. 

Mr. Moore. Are you aware of the fact that one of our biggest air- 
craft companies today, when this situation occurred, immediately 
set up in Oklahoma City a vice president, right on the Treasury’s 
doorstep, and when they had completed their costs for a week’s work, 
whatever it may have been, that within a matter of 3 days they were 
knocking on the Treasury’s door for payment ? 

Mr. Marscuax. No, sir. 

Mr. Moore. Further that the United States Government had not 
owed them anything for much less than a period of 3 days. That 
the figures were flown to Oklahoma City over the weekend, and the 
vice president was knocking on the door down there for payment. 
I think that is a pretty good indication that they were getting their 
money on time. 

Mr. MarscuatK. You will be able to speak with some of the people 
in the aircraft industry primes who know the details better than I. 
Although we were mighty concerned, because it did hit us very 
directly. 

Mr. Moore. Well, this point was brought to my attention by one 
of the Assistant Secretaries of Defense, when I asked him concerning 
the dollar bind that we found ourselves in between September and 
January. This was used as an example of the manner in which this 
X company was making sure that they got as much as they could get 
of that percent, within a short period of time. So it would seem that 
the smaller subcontractors of that organization should have benefited, 
too. 
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Mr. Marscuauk. Mr. Moore, may I say that the largest primes did 
not, to my knowledge, with a single exception, have any delays in 
paying subs. We were involved with the primes who were in the 
middle situation of the major subcontractors were the ones that started 
to have the longest delays. But we were greatfly fearful, and as you 
know, that order was rescinded. They did say, “Go out and pay your 
bills quickly.” 

Mr. Moore. That is right. I was very interested in the question 
Mr. Roosevelt asked of you concerning this interest feature that had 
been previously carried in these termination contracts. And I think 
that you know of a particular instance which makes my interest all 
the more accelerated. 

Is it also not true that while that feature in the predetermination 
agreements is no longer there, that in most instances in which the 
individual having a claim against the Government has sought the 
recourse of the courts of our land, that he has been allowed an interest 
payment in consideration of the lapse of time ? 

Mr. Marscuax. I am not familiar with court decisions on that, sir. 
I know that in normal procedures of handling terminations, it does not 
exist, and they are much slower today than before. But I am not 
familiar with court decisions. 

Mr. Moore. I certainly agree with you and Mr. Roosevelt and the 
chairman that this particular feature, which is now absent from these 
negotiations, would certainly accelerate these determinations, or set- 
tling these termination contracts, although I have had my feeling 
somewhat tempered by a review of the court cases which have indi- 
cated he can receive interest on his claim. Of course for the small 
contractor or the prime contractor to go to a court of law, is very 
expensive. But he has received some benefit, and has been allowed 
some interest payments. 

Mr. Roosrvett. Would you yield just a minute? I think the dif- 
ference is that that happens where the claim has been turned down, 
and he goes to the court of law to get it reinstated. And then when 
it is reinstated, then he is granted his interest. But I think what we 
are interested in here is not so much the determination that this should 
not be allowed, but where it simply has not been decided, and it is a 
delay, and it may be finally decided. And I agree with you, if he has 
to go to court to do it, his interest payment would probably be wiped 
out by this court costs. 

Mr. Moore. Plus the further fact, Mr. Roosevelt, that the interest 
feature, when it is there, it causes the Government to sit down im- 
mediatelv and start negotiating. Apparently there is even a tendency 
to he a little fairer in reading the man’s request for payment. 

One other thing—and I don’t understand this. This is a new 
ground for me altogether, although I am a member of a committee 
of the Coneress that has to do with copyrights and patents. It is 
this great thing called “We must stop design piracy.” Aren’t these 
individuals given any safeguards whatsoever by our patent and copy- 
right laws to prevent this piracy thing from occurring that you have 
testified to? 

Mr. ManscnartKx. Mr. Congressman, I suspect I could spend a day 
on this pretty complicated thing. as we both understand, but Jet me 
try to just isolate 2 or 8 things quickly. 
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Patents, as such, are covered under part I, section 9, Armed Serv- 
ices Procurement Regulations. Generally, it seems to be not a great 
concern with the patent area. We then move to copyrights and 
proprietary data, secret and so forth—manufacturers special know- 
how. This was covered first in April 1957 by part 2 of section 9. 
While ostensibly that sounds like it is written to protect, in practice 
there is a clause called the unlimited rights in data which we find 
is being insisted upon by most contrac ting officers in most situations 
because they feel that this is better for the Government somehow, to 
have this unlimited rights clause. 

We then find the situation where your prime contractors generally, 
having had to sign such a clause, are incorporating it in their purchase 
orders. And one of our smaller firms that has m: ade a proprietary 
item for years suddenly has sold two of them to prime company a 
and presumably has given up all of its proprietary rights in those 
items. 

It is true that it gets complicated, because there is not legally a thing 
called a proprietary product. But the push is always to get the de- 
sign, to put it out, to get somebody else to make it. Basically, if you 
want progress, you have to say to this fellow, “Golly, you go figure 
something up for me, and I am not going to try and take this aw ay 
from you, if you bring in a solution to a problem.” 

So what we are really trying to do today is not worry so much about 
hairline legalit ies as the interest of the country in fostering an in- 
centive to bring something in that is good. If we can find a regula- 
tion that gets the spirit—I don’t think we will need to worry too 
mic ‘h about the precise clauses that are down here in the end package. 

3ut as long as they have the feeling they have to get this thing for 
reprocurement, that is our big problem. 

Mr. Moorr. One other question. I noticed your organization was 
founded, I believe, in 1954. 

I want to ask you this: The problems you see and which you have 
testified to here today have been problems which have been in existence 
for quite some time, 1s that not true ? 

Mr. MARScHALK. i sir. Proprietary rights has come to the fore 
greatest since last ye Otherwise, yes. 

Mr. Moore. And that your organization today is as a result of a 
further aggravation of these things over the years. Is that not right? 

Mr. Marscwak. Yes, sir. 

Mr. Moore. And that is the necessity for your organization, and 
the reason you are appearing today ? 

Mr. Marscuarx. As we would for any trade association which has 
a problem. It may exist not just because of problems with Govern- 
ment. We are a trade association primarily. But the problems we 
worried about in 1954, we are worrying about in 1958, with the addi- 
tion of a few. 

Mr. Moorr. Now, may I ask—previous to 1954, apparently there 
was an earlier period in which you were worrying about these same 
problems, in 1948, and as a result you dec ‘ided the best way to fight 
these problems was to organize in 1954; is that not right? Would 
that not be a fair statement of the reason for your organizing? 

Mr. Marscnaux. Yes, sir, that and the trends in military procure- 
ment, tied into the various war situations; yes, sir. 

Mr. Moore. I have no further questions. 
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Mr. Streep. Mr. Arnold? 

Mr. Arno. I have no questions. 

Mr. Sreep. Mr. Marschalk, I want to thank you on behalf of the 
committee for your kindness and cooperation in coming here today, 
and giving us this information. 

Our next witness will be Mr. Les Jones. Will Mr. Lovequist and 
Mr. Knittel come forward, too. 

Mr. Jones, if you will ples ise identify yourself for the sake of the 
record, and also your two companions there, and then you may pro- 
ceed. I understand you have a prepared statement you would like to 
present first. 


TESTIMONY OF LES JONES, PRESIDENT OF THE LES JONES TRAIN- 
ING AIDS, INC., VAN NUYS, CALIF.; ACCOMPANIED BY MARTIN 
LOVEQUIST, OF THE LOVEQUIST ENGINEERING CO; AND A. K. 
KNITTEL, OF THE K. & D. CO. (PRECISION TOOLS) 


Mr. Jones. Mr. Chairman and members of the subcommittee, I am 
Les Jones, president of Les Jones Training Aids, Inc., from Van Nuys, 
Calif. 

I am a member of the San Fernando Valley Small Plants Associa- 
tion and am testifying for that association as well as for myself. 

On my right is Mr. “Martin Lov equist, chairman of this particular 
association, and on my far right, Mr. Knittel, a member of the organi- 
zation. 

Mr. Steep. Would you also give their respective business connec- 
tions, too ? 

Mr. Jones. Mr. Lovequist is president of Lovequist Engineering 
Co., of Van Nuys, Calif., and Mr. Knittel is president of K. & D. Co., 9 
of Van Nuys, Calif. 

Our particular company manufactures aircraft training devices; 
engineering mockups and models. We employ approximately 95 
pe rsons. 

We are prime contractors to the Air Force and enjoy a very good re- 
lationship with the Air Force. We subcontract out about 40 percent 
of our prime contract to as many small plants as possible. 

I would like to take this opportunity and the option of adding or 
deleting to my prepared statement as I proceed. 

Mr. Streep. You may do so. 

Mr. Jones. I draw your attention to an article which more clearly 
defines our particular operation and which I shall distribute for your 
appraisal. 

This morning in the mail I received a very interesting letter from 
Wright Field which indicates that the Air Force recognizes that some 
small plants are very, very capable, and are a vital part of their 
operations. 

We recently produced and submitted for approval a prototype 
article on a production contract of a particular device to Wright 
Field. 

This morning I received approval of this. I would like to read 
this letter from Wright Field. 

Item 1. First article, inspection under subject contract has been completed. 
The trainer is approved from a technical aspect. 
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Item 2. The deviation from ANA Bulletin No. 143 requested by the contractor 
is approved. 


Item 3. First article is being returned to the contractor. 

Item 4. Request the contractor to be informed of these actions at the earliest 
practicable date. 

This is signed by the Chief of the Special Developments and Field 
Tra‘ning Sections, Training Equipment Branch, Aeronautical Acces- 
sories Laborator y: 

My representative at Wright Field, in an accompanying letter made 
this comment—that the Chief made this particular statement today, 
and this is June 25, 1958. This item was “the finest that ever came 
into the Laboratory.” 

I would like to pass this letter around. 

Since the advent of the weapons-systems concept, the role of small 
manufacturers, who played such a vital part in World War II pro- 
duction programs, has been gradually becoming very insignificant. 

This has been due to the latitude allowed the major airframe com- 
panies in the overall procurement policy. This policy gives them a 
practically unrestricted freedom in the expenditure of the people’s tax 
dollars. 

With the major factories now controlling all the subcontracting for 
accessories, ground handling equipment, tooling, training devices, 
plating, finishing, blueprinting, and the like, the small m: :nufacturer 
who used to deal direc tly on a competitive closed bid basis with Gov- 
ernment procurement agencies is now at the mercy of the buyers of 
the large plants. 

This condition also allows the large plants to increase the base of 
their pyramid with a layer of sever: al new industries within their own 
gates. In addition to encompassing a variety of industries at a pro- 
duction level, these companies have now entered into the research and 
development program of other industries thereby eliminating areas of 
activity by the small specialized plants. 

They now get research and development for parachutes, while our 
parac hute companies are looking for business; for aircraft seats, while 
aircraft seat companies lay off; electrical components while our relay, 
resistor, capacitor, motor, generator and other component and “black 
box” manufacturers are down to a half-day operation to 25 percent 
capacity. They acquire bigger and better plating tanks—at Govern- 
ment expense—w hile our plating plants go work hungry; they acquire 
bigger and better blueprint mac chines while our several fine blueprint 
companies in the area starve for work and borrow bank money to keep 
their doors open. 

They increase their tooling departments to fantastic “regimes” while 
our tooling plants operate at 30 percent capac ity and others close their 
doors or enter another field. They increase their engineering de- 
partments to colossal inefficient paper machines reg: ardless of whether 
there may be existing contracts for their engineers to work on. If 
they don't, they tell their engineers to “sit around and look busy, we 
might get a contract next month.” This is my own quote. Other 
members of our small plants association will present specific examples 
of the gross inefficiency and colossal waste of the taxpayer’s money. 
There is no doubt that the weapons systems concept is the real culprit 
of the present dilemma. 
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E mploy ment: One of our Congressmen, the Honorable Joe Holt, of 
cncino, Calif., recently stated that employment as a whole in the 
San Fernando V alley—an area of Los Angeles County the size of 
Seattle, Kansas City, or St. Paul—has held its own during the last 

year or so. 

This is a fairly accurate statement of the total condition. It does 
not reflect what has actually taken place and that is the shift of em- 
ployees of small plants over to the payrolls of the large plants. In 
other words, the big become bigger and the small become smaller. 
Our small shops are now oper rating at about 35 percent of levels of 2 
years ago; that is, those still hardy enough to remain in business 
regardless of the unequal odds. 

Government finance inequities: The small plants do not want pref- 
erential treatment. We want fair play. We want the same privileges 
that any business may receive from the Government, regardless of 
size. 

These inequities exist in the following areas—and may I add in 
the event there are some items in here that may duplicate some of the 
things Mr. Marschalk stated, I have never met \ Mr. Marschalk yet: 

(a) Rent-free tooling, equipment, plant facilities for large plants. 

(5) Unrestricted progress payments, advance payments, loans and 
other monetary assistance to large plants. 

(c) Uncontrolled use of funds for subcontracting by large plants. 

(2) Pool deals between large plants on research and development 
and production programs not encouraged or even considered for 
small plants. Small plants can cooperate and accomplish coordinated 
programs. We have one sample case now working among our mem- 
bership. This can be expanded on research and development projects 
on the same basis as the Dynasoar program is now being dealt out 
toa group of major firms. 

Progress payments: The small-business specialists in the various 
services are doing a magnificent job of setting aside certain bids for 
small business. They are not the buying branch, however, nor do 
they work for the financial responsibility branch under the Comp- 
troller General’s Office. They do not have teeth in their respon- 
sibilities. 

They can set aside projects that are ideal for small business but if 
the procuring people want to make it tough on small businesses they 
conveniently leave out progress payment clauses in the IFB’s, even 
though they may be a year-type of IF'B’s, or they later remove them 
by amendments. 

This decision originates in the Comptroller General’s Office in 
Washington and his concern for small business is questionable. His 
power, as you know, is tremendous. He has the power to make or 
break any small business str uggling to qualify financially for Govern- 
ment contracts. Since progress and advance payments are unques- 
tioned for large business, we want the same consideration. 

I have here a sample of an IFB set aside for small business. The 
size is approximately $250,000. Along about the seventh amendment 
of the IFB the quantity was increased and on the fifth amendment 
considerations for progress payments were eliminated. You obviously 

can see the difficulty a small plant would have in qualifying financially 
on this IFB. 
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This IFB did have the qualifying paragraph concerning the 500, 
and so forth. 

Mr. Moore. Are you going to submit that to the committee ? 

Mr. Jongs. I would be glad to. 

(The information referred to will be placed in the committee files. ) 

Mr. Jones. This IFB had the qualifying paragraph regarding 
Small Business’ statement concerning testimony as to whether or not 
you are a small business, have been approved by Small Business, and 
have under 500 employees, and are not dominant in the field, et cetera. 

One of the inequities of the bidding process existing when a small 
plant bids against a large plant, is the cost of presenting the bid or 
proposal. The large plants maintain large staffs who are part of 
their overhead chargeable to the Government projects in their plants. 

The small plant can’t afford this but still puts out an average of 
121% bids and/or proposals for each contract received. 

These are Navy Department figures. Mr. Friedman, small-business 
specialist of the Navy office in Los Angeles, recently stated that many 
small businesses go broke just bidding on Government projects. 

The small plants have had a great deal of assistance from the Los 
Angeles office of the Air Force, which is represented by Mr. George 
Byrnes, small-business specialist. His office has been very helpful 
in assisting small plants in getting Government prime contracts. 

The area of the greatest inequities among the services appears to be 
in the ballistic-missile business. Recently, General Funk made the 
following statement in a speech in Washington: 

Our largest manufacturer of propulsion systems, Rocketdyne, a division of 
North American Aviation, located in Canoga Park, Calif., producers of the 
Atlas ICBM, Thor IRBM, and the Jupiter IRBM propulsion systems reports that 
20 percent, or $45 million, of total dollars invoiced as of December 31, 1957, went 
directly to small-business concerns representing some 4,000 companies. 

I add that President Eisenhower's directive requests 25 percent. 

His next paragraph reads: 

To amplify further in this area, a detailed study of the North American-Rocket- 
dyne program indicates that by far the largest portion of the procurements from 
the prime contractor going to small business is placed with very small firms con- 
stituting employment of 0-50 people. In fact, of all the business subcontracted 
by North American-Rocketdyne to both large and small businesses, 66.6 percent 
of the total dollars spent went to small-business concerns. 

Now, there seems to be a great deal of discrepancies in the percentage 
of business contracted to small plants. It is our understanding that a 
study made by Mr. Roy Watkins, small-business specialist in the 
ballistic-missiles office shows that only about 414 percent of North 
American-Rocketdyne subcontracts were let to small business in the 
0-50 category. 

Miscellaneous ballistic-missile contracts: It is also our understand- 
ing that approximately $171 million in miscellaneous research and 
development contracts had been let to various large businesses on a 
noncompetitive basis. Not one single dollar that we know of went to 
small business, which includes many small projects which could be 
well handled by small plants. ; 

Mr. Watkins was appointed to his position as small-business special- 
ist for the ballistic-missile office by General Funk immediately follow- 
ing an address by the general to a conference sponsored by our group 
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of smal] plants in the San Fernado Valley. Mr. Watkins has an excel- 
lent industrial background, is well acquainted with production and 
with costs, and is well aware that many of these contracts could be 
handled with faster delivery and less cost to the Government by allot- 
ting them to single small plants or groups of small plants. 

We would like to request the committee to call Mr. Watkins before 
this hearing and to ask for a factual report from him on the present 
share and the real potential of the small plants in the ballistic-missile 
program. 

Government quality-control and procurement inequities: Under the 
current quality products lists requirements (QPL) a contractor must 
buy parts from someone listed on the QPL. If there is only one vendor 
on the list he must buy from him. Not very competitive, is it? QPL 
8184-1, presented herewith, lists only one large manufacturer as the 
only source for this product. 

Further inequities in the demanding direct purchases of the manu- 
facturer eliminates many small wholesalers and local distributors 
who have been doing a yeoman job in distributing wares to industry. 

I understand from Miss Blackburn, of the committee staff, that 
you have another subcommittee investigating the Small Business 
Administration in Washington now. 

Miss Biacksurn. Investigating the definition of “small business.” 

Mr. Jones. Therefore, 1 am going to delete references to the Small 
Business Administration in lieu of that particular committee’s reports. 

Now, we would like to ask what can be done: First of all, as owners 
of small plants. 

What can be done ? 

(1) As owners of small plants, we want equal procurement op- 
portunities. 

(2) We want equal financial assistance, including rent-free build- 
ings, or else rent-free buildings should be completely eliminated. 

(3) We want closed subcontract bids supervised by the Govern- 
ment plant representatives. 

(4) We want at least one-third of the Government expenditures 
to be let to small business, since one-third of all the voters of the 
United States receive their living directly from small business. We 
want this formula put into law so as to be out of reach of the “in- 
fluence people.” We also want this one-third formula included as 
part of all prime contracts. 

(5) We do not want preferential treatment, nor de we want large 
plants to get preferential treatment. 

(6) We want progress payments on the subcontractor level. 

Now, we have two questions I will ask, and perhaps Mr. Lovequist 
or Mr. Knittel can add to these in their testimony. 

Question No. 1: Do major plants design, fabricate, assemble, or in 
any way produce commercial items in rent-free Government build- 
ines and on or with rent-free Government equipment? This is a 
specific example, of which there are many. ante 

Question No. 2: Is North American-Atomics International utilizing 
any Government financial, owned, or leased property or equipment 
to produce atomic reactors for foreign or domestic concerns considered 
nonmilitary ? 

Mr. Streep. Do your associates here have anything they would care 
to add? 
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Mr. Lovequist. Yes. I would like to talk about myself, first, be- 
cause I think our major problems are with the medium-sized shops, 
I mean the shops between 25 to 100 people, which are hurt the very 
most the last few years, and especially in 1957 and 1958. I would 
like to explain some of the things that we have gone through. 

To begin with, I would like to tell about my shop, because we are 
actually in that particular category, and this particular category has 
been hurt the mest. As you have noticed in the paper, all these 
auction sales and everything have been for shops with between 25 
and 100 employees. This is the category that has been hurt very, 
very badly. 

My name is Martin Lovequist. I am the president of Lovequist 
Engineering Co., of Van Nuys, Calif. Recently, the San Fernando 
Valley Small Plants Association honored me by electing me the presi- 
dent of their group. It isin this capacity that I speak. 

To better present my problem, or our problem, it would be better 
clarified by representing my own company’s history and tribulations. 

Lovequist Engineering Co. was formed as a sole ownership in 1945, 
and subsequently incorporated in 1952. The aircraft and missile busi- 
ness has detuned through the years to such an extent that it has 
become a struggle for survival rather than a business, which you all 
know, in 1949, 1953, and now this worst one in 1957. 

In 1948, when Air Force cutbacks were running rampant, my com- 
pany, along with 70 percent of all other small business were on the 
road to bankruptcy. I appeared at that time before the economic con- 
ference of the Secretary of Commerce along with a prominent busi- 
nessman to explore Government and private agencies, to lend a hand 
to the small-business men. This is when Secretary Sawyer was out 
here in 1949. In 1948, the company was small enough that we were 
able to cut employment 50 percent, and perform some of the work 
ourselves; thus, we survived. 

However, with the outbreak of the Korean conflict, it was neces- 
sary to expand to meet Government and private industry demands. 
With the present recession in effect, we find ourselves with equipment 
purchased for the needy times still unpaid for and also unused. This 
expansion has caused the company’s growth to what it is today. With 
the facilities we have now, plus the tax burden, it is impossible to re- 
vert to the methods employed in 1948 to save our business. Therefore, 
it has become necessary to band together the group we have here, to 
emmmnerond problem, and request impartial actions on the following 
our points: 

We would request that our association be accorded the same treat- 
ment as large companies in consideration of bidding and letting of 
prime contracts, including research and development. As small-busi- 
ness men and specialists of an individual field, we are well qualified 
as a group to bid, initiate, and complete most of the contracts being 
let today. I mean the backbone of this country is in the small com- 
panies. The specialists and the people that won the war in 1942-45 
were the little fellows, not the big boys. The big companies were as- 
sembly plants. We were doing the most terrific jobs all the way 
through. And this is what is happening to us today. 

No. 2, that a nationwide system of sealed bids with all Govern- 
ment and private concerns be set up for bidding when such bids ex- 
ceed a specific amount to be desired by competent authority. 
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This is a bugaboo. When you bid on a Government contract, every 
contract originates in a sealed bid. This gives everybody an equal 
chance. Now, why isn’t it done the same way in subcontracting? 

{ach prime contractor buys millions of dollars’ worth of goods, and 
it is up to the buyer directly whether he wants to give it to me or the 
next bidder. 

I have bid on jobs up to $50,000, and I don’t know—sometimes, 
these last 2 years we almost went broke—where other companies have 
flourished very, very well. Now, why should they let one man de- 
cide where the contract will go? Let him say, “Well, this man comes 
in at $11.50, the next day somebody else comes in with a price of $11.25 
or something like this.” This is wrong. When it goes over $300, why 
wouldn’t it be a sealed bid like everything else ? 

This is where we are really complaining, because this lets the pur- 
chasing agent have a lucrative way of making a lot of money, I 
think. 

No. 3, that legislation be passed placing into law that a minimum 
of 3314 percent of Government contracts be let to the small business 
as defined under Government contract stipulations. 

Further—this has already been taken up—that this definition of 
small business with less than 800 employed people should be amended 
to less than 100. This is our feeling about it. 

No, 4, adequate control to be initiated to regulate the cancellation 
of contracts to prevent prime contractors from last-minute cancella- 
tion of jobs let to small-business men, and for prevention of prime 
bidding on contracts in competition with small business during re- 
cessional periods. 

I just noted here what we had made in 1951, up to 1957, or how we 
increased all the while our money, I mean our sales. 

In 1951 we had a gross sale of $293,154.80; 1952, $482,060.17; 1953, 
$456,948.21. Then we had a slight recession. In 1954 it was $306,- 
615.13. Then in 1955 again we continually went stronger, $435,948.92. 
In 1956 we went to $518,716.82. 

Now, this is where we got hurt. In 1957 we were cut down to 
$251,923.12. We had a large time contract with one of the large 
contractors in Los Angeles. I was asked to move my factory to a 
closer location for this particular contractor. This particular con- 
tractor verbally told me that the work would last a minimum of 3 
years. Well, to help them out, and of course to help myself, we 
did move our facilities to the valley. We had a large contract, a 
large time contract with them. And then, when they were cut back, 
the first thing they do is cut us off. We got a 3-day notice that our 
contract would be eliminated. 

This is what we don’t like. And the contractor pulls the work in 
and does it themselves. And then they let the work out to other 
plants. That is what we are complaining about. 

When you have a cutback, we should be allowed the same rights as 
the primes. 

Thank you, gentlemen. ; 

Mr. Sreep. Mr. Knittel, do you have any comments you would like to 
make? ; es 

Mr. Knirtren. Yes, I would like to testify at this time. 
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Honorable members of the subcommittee, my name is Anthony K. 
Knittel. I am president and general manager of the K. & D. Co., a 
California corporation. 

I am a member of the San Fernando Valley Small Plants’ Associa- 
tion. I volunteered to testify before this committee on behalf of my 
company, and as one of the spokesmen for the San Fernando V alley 
Small Plants’ Association, which I am pleased to say is well repre- 
sented here today. 

I would like to give you a brief history of K. & D. Co., and then a 
rundown on inequities that face us and all other small-business plants 
doing prime work for the Government, and subcontracting work from 
those that hold Government primes. 

K. & D. Co. was started 7 years ago at its present location with total 
assets of less than $5,000. It became ine orporated the next year. The 
growth has been steady year to year—from 3 employees at first, to a 
high of 23 in 1957; from less than $5,000 total assets to over $100,000 
assets. 

The company is based on a sound business practice. Its corporate 
secretary is a practicing attorney here in Los Angeles. One of its 
directors is a certified public accountant. 

K. & D. Co. has passed all requirements as to quality control de- 
manded of us by large prime contractors. K.& D. Co. has passed all 
requirements relative to accounting prac tices necessary to handle sub- 
contracting work on a time and material basis set forth by accounting 
departments of large prime contractors. 

K. & D. Co. is not a subsidiary of any other company, nor is it fi- 
nanced by any Government agency in any manner. Its expansion has 
been solely through earnings. K. & D. Co. is not unique in respect 
to any of the above statements, but rather it is typical of thousands 
of small plants operating on a basis that a free enterprise is still that 
which has made America great and the most economical means to an 
end product. 

The complex problems of missile and outer space are resolved for 
the most part as to the mathematics. It remains to put these designs 
into mechanical and electrical assemblies to carry out the formulated 
plans. 

The methods, materials, processes, techniques present the challenge. 
Time and time again these complex prototype parts are let to small 
plants on competitive bid to make. These small plants develop the 
know-how, discover the ways and means of processing these parts 
made from new and difficult materials. There are no textbooks to 
refer to, these things are too new. It is left up to the small plant to 
find out how to do the job, then do it. 

In most every case, these techniques are given free of any charge 
to the customer to maintain a good business relationship. 

However, on some occasions they are ignored with costly results. 
And here is an example that I would like to submit. 

About a year ago we were in process of developing—I shouldn’t 
say developing—but in making certain parts that were pictured in 
January 6 of Life magazine for a firm in Los Angeles. These parts 
presented complex machine operations necessary for the end result as 
a part of an automatic guidance system. ‘The upper left-hand corner 
shows a lab technician assembling a piece of mechanism necessary for 
the fulfillment of travel in outer space. I have a drawing of one of the 
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items. I don’t wish to relate the company; that is beside the point. 
I merely wish to relate why we feel we have a service to offer, and why 
we feel we are needed. 

At the time that the prototype parts were being made, some by us, 
some by others, we found a problem, what is referred to as stability 
of material. This device, this gyro, must be stable or it will not func- 
tion. That was quoted to us. So it behooves us to machine and to 
hold the tolerances not only at the time of making the part, but for 
some assurance that that part will remain that way when it is put into 
assembly, will be stable when it is in use. 

The recommended procedure was outlined on a blueprint to be fol- 
lowed. There was a specification, refered to in a bulletin from the 
firm. The data contained in the bulletin was referenced to a text 
from MIT—Massachusetts Institute of Technology. Common prac- 
tice beforehand proved that this would not work. Yet it was the only 
publication supposedly to give a stable part. We were in no posi- 
tion to recommend that they make a change. I am not an engineer 
by degree, but I told them that they would have difficulty with this 
part. I suggested that they check on methods that are being used 
today that are not written into manuals, of which it takes 5 to 7 years 
to get a military spec written. But there are many, many ideas to- 
day that have been developed in small shops to do a job that just never 
reach the right people. 

There was no change made sar ago. This part came up for quo- 
tation ona production basis, a limited production basis. Again I said, 
“Are you using the same material ?” 

ao they said, “Yes, 

said, “You are going to have problems.” 

. “All right, we will still follow the same procedure.” 

We quoted successfully. We followed the procedure to the letter. 
We were at the final stages of machining. We knew what was hap- 
pening. The material was changing. Every time a cut was made it 
was changing to some other dimension. I called the job toa halt. I 
advised engineering. Their metallurgist referred me to proceed with 
procedure ‘A as against procedure Bb, that was called for on the draw- 
ing. I told them that still was not the answer ; why not try a method 
that has been found very practical, although there is nothing in writ- 
ing on it. They felt that this procedure, as written, procedure A, 
would do the job. So we proceeded along that line. 

We submitted the part for processing, and yesterday, while I was 
at home, at lunch, I received a call from my secretary, from the en- 
gineer, asking me, “What is your method of stabilizing? We would 
like to incorporate a deviation into the purchase order and allow you 
to go ahead and proceed along those lines.” 

I merely emphasize this as an illustration that specifications are 
one thing, and they apply for the most part to aircraft of a few years 
ago. There are new materials that no one today knows how they will 
react. There are tests being made by various firms. We are con- 
tinually machining test coupons of materials that I never heard of, 

very difficult to machine, for a firm who in turn are testing and analyz- 
ing. Weare very fortunate to be in a position that when a part comes 
up with one of these materials, we will have some know-how, because 
we have to machine these coupons first. 
29144—59 3 
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That is one example. 

We ask that this type of know-how be exploited to the utmost. It is 
the techniques, the processes, the finding of a way to do it, that small 
plants have, are working on, that just doesn’t show in manuals. And 
by the way, we don’t cha urge for this service, because it automatically 
becomes a part of the job for which we have contracted, 

It is all part and parcel of the price of the article. Should we run 
into these difficulties, it is very rare that we ever have an opportunity to 
finacially readjust a contract. We are told, “Sorry, but auditing won't 
permit it,” or “Sorry, regulations will not permit it.’ 

All is not gravy on prototype work. It figures about 50-50. About 
half the jobs you quote you will make money, about half you will lose. 

Last year our company did over $300,000 worth of business, enjoyed 
slightly more than an 8-percent profit. We had 1 month that was in 
the red which is an paeeriane adjustment period, and generally 
always reflects red. This y we have had 1 month in the black. 
We can exist, perhaps, to the oa of the year. That depends. It de- 
pends upon the advice of people, the directors of the group, it de- 
pends on the trend, it depends upon the assistance—the help that we 
need, and expect to get from this meeting. 

In conclusion, we ask equal consideration of Government policy rela- 
tive to contract letting. We ask equal opportunities for free use of 
Government equipment and buildings. In other words, we are asking 
for fair treatment right down the line. 

Thank you, gentlemen. 

Mr. Streep. Mr. Roosevelt? 

Mr. Roosevett. Mr. Chairman, I would first like to ask a question 
of Mr. Jones. In your statement you refer to the power of the Comp- 
troller General’s Office. Can the € omptroller General’s Office actually 
make later amendments in an invitation for bids? 

Mr. Jones. Of course anybody—I mean the buyer's office can make 
as many amendments as they want, as long as it is still in the bid stage. 

Mr. Roosevetr. That is right. But I didn’t realize that the Comp- 
troller General didn’t have any direct control over what went into the 
bids as they went out. I perhaps erroneously assumed that he only 
reviewed them after they had gotten to the p: ly ment stage. 

Mr. Jonrs. He has control over the financial responsibility of any 
contractor, and as concerning the progress payment clause, this is a 
financial responsib'lity area of activity. He gets into this picture 
during the period of award het ween the close of the bid and the 
actual date of the award, during the financial responsibility period. 
He has the power to interpret the ability of the factory to produce 
financially. In this regard there is a conflict between the A'r Force 
reoulation—I don’t know whether I can quote it directly, but I think it 
is 173-133—the procurement regulation. We had one specific case— 
I guess this is what you are driving at—of where we were low bidder 
on a contract, and requested by the financial respons'bility office to 
set up a cash flow chart, including the usual progress payments of 
75 percent for small business. 

We did this, and it looked like this contract should have gone right 
through without any hitches, and it did, through the local Los An- 
geles office, and the SBAMA office. Then when it hit Wright Field, 


at about the 11th hour of the 60th day of the award period somebody 
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got an interpretation from the Comptroller General’s Office in Wash- 
ington, that this wouldn’t apply to us, and that we v would have to go 
back and re-do our whole financial flow chart on the basis of no 
progress payments period. The contract in question was a $300,000 
contract which we would have no problem Re ing technically, but 
would certainly need assistance from the Government finance’: ally. 

And necessarily it was quite a job—in fact, we could not prove our- 

selves financially to do this particular job. 

When I was sitting in the SBAMA office, a three-w ay telephone 
conversation took place between Wright F ield and W ashington—not 
in my presence as we were asked to leave the room a little wh’ ‘le. When 
we came back, the local people in the procurement office tried des- 
perately to define this regulation the way the boss-man wanted it 
defined. I asked if I could read the regulation myself, so they handed 
it tome. One sentence not quoted was the last section of the para- 
graph “progress payments are available at the time of award.” 

Now, in my opinion, when you are down to the last stages of dealing, 
that is the so-called period of “time of award.” I don’t know what 
other period would be “time of award”—and this sentence was con- 
veniently left out. 

I put in a criticism at the time, and necessarily these fellows who 
were under instructions to give me instructions, said there was nothing 
they personally could do about it, and that is where it was left. I 
think this answers your question, Mr. Roosevelt. 

Mr. Rooseveur. Yes. Well, the point of my question, which we 
will direct later to the military personnel, is to find out if possible how 
much influence the Comptroller General’s Office plays in this entire 
picture. Part'cularly what the liaison, if any, there is with the small- 
business liaison people who are with the military, but who, as you 
brought out in your testimony, don’t have much liaison, if any, with 
the Comptroller General’s Office. 

Mr. Jones. No teeth. 

Mr. Roosevetr. Right. I wanted to inquire—you say that Mr. Wat- 
kins is the small-business specialist in the ballistic missile office. Is 
that in Washington ¢ 

Mr. Jones. In Los Angeles. 

Mr. Roosreverr. Of course, when you come down to Government 
quality control and procurement inequities, I am sure you realize 
that there must be some quality control on the part of the Govern- 
ment. In other words, I agree with you that it does seem rather 
strange to have a vendor’s list where there is only one vendor on it. 
Certainly I would want to inquire into that specific instance. But 
[ think you would go along that you would certainly want to have 
a vendor's list of proven quality so that the ( yovernment, in its work, 
would be protected from inefficient work. 

Mr. Jones. Definitely. I think there should be a minimum of three 
people’s names on this list, though. 

Mr. Roosrvetr. In other words, your complaint is not so much the 
existence of the list, but the lack of the numbers on the list? 

Mr. Jones. What would happen if somebody tossed a bomb into 
999 West Washington Square ? 

Mr. Sreep. Will the gentleman yield ? 
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Are you familiar enough with the material in the item mentioned 
there to know there is more than one qualified vendor ? 

Mr. Jones. I couldn’t qualify the word “qualified” because I am 
not qualified to tell who would be a qualified vendor, but there are 
other vendors. The material plastic acryllic sheet, and I think there 
is more than one vendor making this, but only one vendor is on the 
approved list. Recently I bought some material for this one project 
which the Air Force said was the finest that ever came into their 
laboratory. I had to buy this particular material, or it wouldn’t go. 

Mr. Streep. In other words, it is your personal opinion that this 
could have been acquired by probably three or more ? 

Mr. Jones. Yes. I can think of at least two concerns that have 
this particular type of material, and I think there are. several more. 

Mr. Steep. What I was trying to establish is that this is not some 
peculiar thing. 

Mr. Jones. No, it is not peculiar, but it puts us in a very dangerous 
position from a defense sti indpoint in that just a little bit of sabo- 
tage could sure put us into a fix. 

Mr. Roosevett. ( ‘ertainly, Mr. Chairman, we would want to inquire 
as to why there is only one firm on the vendors’ list. 

Mr. Moore. Will the gentleman yield? 

Have you not seen this ver y same situation occur a number of times, 
where you have one company that is the sole source supplier of a par- 
ticular item? Isthissostrange? 

Mr. Jones. Yes, this is, because this is written into the military 
specification. In the basic specification of the contract, it says “You 
shall use Mil P-8184 plastic acryllic sheet.” If you use that particular 
sheet under this military specification, then you must go to the QPL 
list and find out who is qualified to sell you Mil P- $184. 

Mr. Moore. Is it who is qualified to sell you, or who makes it? 

Mr. Jones. Who makes it. 

Mr. Moore. Well, I think there is a difference there. It is not who 
is qualified to sell you, but who produces that particular item. 

Mr. Jones. Well, the difference is this. As I pointed out, a well- 
placed bomb can put us in a real fix on canopies and windows and 
other items in the airframe business. 

Mr. Moore. I can appreciate that. 

Mr. Jones. And that is one of the reasons of our criticism. 

Mr. Moore. I appreciate your concern. But there is not anything 
so unique about this to write in this particular type of material, and 
then find you have a sole source supplier. I mean you are not 
prejudicing other individuals. The impression that you are leaving 
with the committee is that there are people who can supply that exact 
material, but for some reason or other they are not on that list. That 
is what is bothering Mr. Roosevelt. 

Mr. Jones. The impression I am making is that the Government 
has not made an adequate survey to put more than one vendor on the 
list. I heard yesterday a certain switch company is the only person 
that can now sell you switches. They are the only one on the list. 

Mr. Roosevett. I think it is really ‘both. One, is it good policy to be 
using the material where there is only one? Secondly, if there are 
more—and certainly Mr. Jones has indicated there are others—why 
are they not on the list? There may be a good answer. 
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Mr. Jones. Is there anyone in the room who questions the fact some- 
body else might make acrylic sheet plastic ? 

Mr. Moore. You say might make ? 

Mr. Jones. Does make. 

Mr. Moore. Excuse my apparent consternation with you. 

Mr. Jones. Du Pont makes it, for instance, and they are not on the 
list. 

Mr. Moore. It is only in the interest of trying to get at the problem. 

Mr. Jones. Right. 

Mr. Roosrvetr. In your “What can be done,” series of questions, you 
say, “We want closed subcontract bids supervised by the Government 
plant representative.” 

Does not the Government plant representative supervise these bids 
now ? 

Mr. Jones. I think Mr. Lovequist could answer that. He had that 
in his testimony earlier, 

Mr. Lovequisr. Would you rephrase that, please ? 

Mr. Roosevect. It says, “We want closed subcontract bids super- 
vised by the Gover nment plant representative.’ 

It was my impression from the previous hearing that the Govern- 
ment plant representative did supervise these bids, “and that they can- 
not be awarded until he had O. K.’d them. 

Mr. Lovequist. That I don’t know. I have never met a Government 
man in the subcontractors. This work is being let out every day. 
There is maybe like Rocketdyne, North American, they are very under- 
paid, I should say, sitting at the desk, awarding the contracts, millions 
of dollars a year, on open contract. Why is this being done when other 
direct Government contracts are all from 50 cents - up—they are all 
sealed. Why couldn’t we use the same practice? That has been a 
thorn in a medium- sized shop for the last 20 years. Why is this being 
done? TI am not saying that they are taking money under the table or 
anything. But if they have a fav rorite friend. all they have to do is 
call up on the phone and Say, “Look, bub, get your contract in at 
$11.50, and the job is yours.’ 

Why do we allow this? After the contract is let, then it is super- 
vised, yes. But what will stop that man from telling his friends what 
to come in with? This is being done every day, and has been done 
for 20 years. Why are we doing i it? 

Mr. Roosrverr. We will ask them the question. 

Mr. Lovequist. This will definitely save the taxpayer and all of us 
a lot of money, millions and millions of dollars. And this is one of 
the reasons why my company lost $85,000 last year. We lose con- 
tracts. Wecouldn’t keep up with everybody. 

Mr. Roosrverr. Of course, I can’t quite accept that as a fact. I 
mean that may be so. 

Mr. Lovequist. This is one of the problems. 

Mr. Roosevert. But that is what you believe. You are certainly 
entitled to know the answers to the questions you have asked. 

Mr. Moorr. I was rather bothered by your one conclusion, that the 
friend got the contract because he brought his bid in 23 cents lower 
than your bid. 

Mr. J ovequtstr. This is only an example. 

Mr. Moore. And that the Government then lost money. 
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Mr. Roosrvert. You don’t know, you don’t have a specific case of 
that do you, because if you do, I ‘think it is your duty to tell this 
committee. 

Mr. Lovequist. I do. This is happening every day. This is not an 
unheard of thing. We all in our particular field know of this. This 
exists all the time. 

Mr. Rooseverr. You would do us a great favor if you would be 
specific about it. You can give it in confidence to the committee if you 
care to, because I think it is a confidential matter. If you would do 
that—give us the specifics—you have done us a great favor and I 
think you have done the whole country a great favor. So we would 
ask you to do that if possible. 

Mr. Jones. I wonder if Mr. Knittel would be so kind as to explain 
some of the inefficiency in letting very, very small contracts by some 
of the subcontractors. This sounds like argument in reverse, but some- 
times they are so small, that everybody is wasting a lot of time and 
money. Would it be permissible to have Mr. Knittel explain the 
situation ? 

Mr. Roosrvett. Not only that, but would you indicate at what 
point you think sealed or competitive bids become unjustified. 

Mr. Knirrev. Yes, I would like to. 

Mr. Roosevert. I assume if you gentlemen don’t agree with Mr. 
Knittel, you will say so. 

Mr. Jones. We sure will. 

Mr. Kwrrrev. To deviate slightly from the amount that we feel 
would be justified, warranting a sealed bid, I would like to elaborate 
a little on this sheet of paper which contains all work received by 
K. & D. Co., from Rocketdyne. I think this will be—at least I hope 
it will perhaps explain or throw a little more light on how much work 
these smal] shops get in this missile program. 

Prior to being allowed to bid, we had to pass the quality control, 
submit our facility list, submit a financial statement of ability to per- 
form. Then we were notified that we were qualified to bid work. 

I arranged for my assistant manager to be at the company at 
9 o’clock on Tuesday morning, in the lobby, to see the proper person 
that he was delegated to see. This, perhaps, has taken place during 
the last 4 or 5 months. 

I would like to read and submit this into the record for two purposes. 

One, the amount of work that we received relative to the amount of 
time that we spent to be allowed to get the work. 

Secondly, the dollars represented here per item, per Air Force con- 
tract, per Government contract, and, if possible, to tie the cost after 
adding the overhead that is necessary to submit bids, the overhead 
to write an order, the overhead necessary to send a truck to deliver a 
piece of material hi lf the size of this, 1 day, a blueprint the next day, 
a routing sheet the next day. Then pick up the job and return it. 

I have a part No, 200311-5. There were 14 pieces. We were low 
bidder at $1.60 eac h. The total job was $22.40. Tt was an Air Force 
contract on 4-647-171, on Government contract G—05544. 

I may add that of those I will read, if you wish me to read them, 
that was the largest contract we got. 

The next one was part No. NA-70761, the quantity of 3 pieces, at 
$4.50. total order $13.50. That was on Air Force contract DA-20- 
018-ORD-14800. 
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Mr. Roosrvetr. Just to save time, I suggest you give us the amounts, 
but leave out the numbers of the contracts. We wil! put it into the 
record. 

Mr. Knirr EL. Fine. That was a total of $13.50 for that job. The 
next was for 12 pieces of a part number, which to save time we will 
eliminate, $1 eac a total order $12. 

The next was for 8 pieces at 12 cents each, total 96 cents, plus a 
$6 setup charge. The next, two pieces, $6.50 each, total of $13. The 
next was 16 pieces at 50 cents each, total of $8. The next was 8 pieces, 
$1.90, $15.20 total. The next was 5 pieces, $2,30, a total of $11.50, 
plus a charge of $4.75 for setup. The last was 4 pieces at $3, a total 
of $12. 

This is all the work. This is not selected. It is every job that we 
have quoted and received from Rocketdyne. I would like to tie that 
in with the issue of Life magazine, showing what we are capable of 
doing. We are capable and have performed and have done work 

Mr. Rooseve.tr. Are you suggesting these should not be or should be 
on a bid basis? 

Mr. Knirret. This is injected with the thought in mind, in conjunc- 
tion with the statement of the tremendous amount of subcontract work 
let to small shops. This is our share from a specific firm. It is a 
specific instance. 

Mr. Roosevetr. In other words, what you are saying is if you are 
going to get this type of small wor k, you have to have every favorable 
wreak you can get through proper treatment on closed bids, their 
progress payments, and all the other subject matters which you 
brought up? 

Mr. Knrrret. What we are saying is the type of work we received 
was so opposite of the capabilities. “In turn, I am again saying that 
we are capable of doing work, but not allowed to even quote it. We 
are given this type of blacksmith work, when we have the facilities, 
the know-how, the machinery, to do complex work. 

Mr. Roosrveir. In other words, you feel that the Government has 
not really explored the sources that are available from small firms, 
such as yours, which would enable you to bid on larger work than 
this small stuff 

Mr. Knirrev. That is right. And there is a personnel angle, where 
after a man is placed on a qualified vendor list, capable of doing good 
work, intricate work, there perhaps is a lack of follow-through to use 
that man’s facilities to the best advantage. 

In other words, where we have expensive equipment, capable men 
needed to do complex work, we should be given that type of work 
to bid on, because there is where we can be the most competitive. 

3ut this is a reversal of that. This is, shall we say, blacksmith type 

work, that we have been called in to look at, although they have our 
facilities list, they know what we can do. But this is what we are 
given to look at. 

Where are the complex assemblies, where are the complex com- 
ponents that are needed in missiles today, the instrumentation, the 
pumps, the valves, the high-pressure, high-tensile units so necessary 
for the missle program? Those are the things that we are capable 
of working on. 

Mr. Roosrveitr. Who is doing it ? 
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Mr. Knirrev. I don’t know. 

Mr. Roosrverr. Mr. Lovequist, I have one further question of you. 

Your reference to the small group bids—as you know, the Small 
Business Administration Act does have in it an effort to get small 
companies to unite, to do this kind of work. And I quite agree with 
you. If you feel this part of it has not been properly used we of the 
committee should make every effort to draw this to the at‘ention of the 
larger contractors and of the Government procurement officers. Then 
the question is can you, when you do group together—do you then 
have the financial resources to do the larger job, making use, per- 
haps, if necessary of the Small Business Administration Act or the 
local financial institutions—do you feel that is a soluble problem? 

Mr. Loveqauisr. Th‘s is the thing. We are doing these things right 
now. We finance ourselves. We manufacture. I have some pictures 
here of some large equipment I have done for Douglas. Th's is a com- 
mercial item. I made that pi rticular machine for the DC-8, a vibrat- 
ing machine. It weights 35 tons. We worked at this particular 
machine for over 3 months, I think it was 4 months. We financed it 
wholly. We bought the mater‘ al, did all the welding, all the machin- 
ing. ‘This is what we can be done at all the small plants in the valley 
and in Los Angeles. It is being done every day. 

What we feel is that we do not get the right treatment. Like the 
miscellaneous missile prime contracts. If money is being let out for 
research and development contracts, why can’t we do research and 
development work as much as the larger problems whenever there 
is a problem, whenever there is a part “the major compan’es cannot 
make cheap, we do it. Now, why shouldn’t we have the same right in 
research and development contracts as the major aircraft companies ? 
This is what we are screaming about. We should have the same treat- 
ment, because when they need us we are right there and do all these 
problems. 

We are the ones that I would say won the war in 1945, with our 

mechanics and our specialists all the way through. The large com- 
panies were more or less an assembly plant. And ‘this is proven by the 
growth of our country. Back in Detroit—all your small shops are 
the ones that built the automobiles and designed and fabricated them. 
They do it on a competitive basis. This is what we want. 

Mr. Jones. This group of contracts which Mr. Knittel just pre- 
sented doesn’t ind‘cate just $120 worth of labor by us. Three others 
of us also bid on those, and spent umpteen dollars of time and effort 
to get $120 worth of business out of 6 or 7 or 8 contracts. 

Well, it is like crumbs to the dogs, that is really what contracts like 
these are. This is gross inefficiency on the part of a m: ujor contractor 
to even ask a man to come in for a $12 job. He can put it in his back- 
yard or something l'ke that. Or else tie the thing into a package deal, 
so he can come in for a decent amount of work, instead of calling 4 
vendors, 4 of us to come in and bid on $12 worth of work. 

Mr. Moore. Did you also bid on this work ? 

Mr. Jones. No; I am not in that particular type of business. 

Mr. Moore. Then you express of your own knowledge that four other 
companies did bid on this? 

Mr. Lovequist. Yes; there are four. I think at this particular time, 
about 2 months ago, some of the small companies were screaming, I 
think, in the paper. I think this is the outcome of it. It was about 
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2 months ago. They called in everybody in Los Angeles, I think, and 
I stood in line one time 3 hours in the lobby to bid on 38 little piddly 
jobs. And this is the funny part. Every time that they send one of 
these jobs out, every time they write a purchase order, it costs the 
Government $45 to write a purchase order for us to do a job that costs 
50 cents. Isthiseconomics? We should doa bigger portion of it. We 
should do assemblies and so on, not anything like this. 

Mr. Roosrvett. Mr. Chairman, I am finished. I think that the 
gentlemen have raised some interesting points. 

Mr. Moore. I have one question. Have either of you gentlemen or 
your companies that held any contracts with these prime contractors, 
or the large aircraft companies—had a turndown on the quality of the 
product that you produced ? 

Mr. Lovequist. No. As a matter of fact, I am one of the major 
smaller ones for this particular company, and I have done a lot of 
work. Asa matter of fact, last year I did close to a quarter of a million 
dollars for this particular company. That was one of my major 
sources. 

Mr. Moore. Mr. Jones. 

Mr. Jongs. No. 

Mr. Knrirrex. I would like to elaborate on that. Iam very glad you 
asked the question. I hesitated to bring this up voluntarily, but I had 
hoped that someone would ask it. I did not bring with me the sub- 
stantiating purchase orders, but they are on file and available for this 
committee at any time. 

About March of this year, a large firm in the valley was caught with 
a machine that needed repair. They badly needed the services of a 
jig bore, and a Swiss jig bore, a machine that we have. There are 
other small shops that have them, purchase them themselves. This 
firm has a very large machine of the same make, new about 4 years 
ago, placed in their plant by the Navy. We were asked if we would 
sell time and guarantee them time for 4 weeks—they would see to it 
that work was brought to us, and we were to run that. We were not 
to do anything of our own. We were to reschedule what little we 
had, Fortunately, we were in a position to sell them time. Normally, 
we would not have been. 

We entered into an agreement at a $10 per hour rate, which included 
the machine, the man, our inspection facilities, all facilities. 

The contract was extended to 4 weeks. It was then again extended 
to 8 weeks. I have a list of all the parts that we worked on, that we 
machined. The personnel that did the liaison work, the legwork of 
bringing parts over, taking them back, in their own words, they said 
“Tt is fantastic the time that you are doing this work.” 

In the weeks that we worked for this company, we had three errors. 
There was not one piece of scrap. All parts were usable. There was 
a part that they had tried to have made in their own subsidiary plant, 
had not made one successful part. They brought a job in that took 
us, on 1 particular operation, about 7 hours. The man personally said 
they had put in forty-some hours to do the same job. 

This, I believe, will illustrate that a small firm cannot afford to hire 
an operator that is not wholly efficient, because we are competitive; 
our work is received on bids. If we are low bidder, we have got to 
function or we don’t stay in business. The very fact that we are in 
business must speak for some degree of efficiency. 
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The irony of this whole thing—and I don’t know the explanation for 
it—is that these prototype parts we well know went into production. 
Maybe it was only 15 engines, maybe it was 20,. I called on the phone 
and asked “May I be allowed to bid on this work which we functioned 
so well on?” I did not receive the courtesy of having a print or a quo- 
tation sent to me to even bid on that on which we had the experience. 

This company—we did a tremendous amount of work for them 2 or 
3 years back. I feel it is a change of personnel. There was a change 
of personnel within the purchasing department. Only the orders 
that exist on the specific function of test coupon machining, only that 
is what we have yet today in our shop. 

Now, I ask you—what is the rhyme or reason? They tell us our 
quality is right. We are in a level with quality vendors. We are not 
perfect by a long shot. We have our problems the same as anyone 
else. But I hope that a comparison can be run between job-shop per- 
formance, small-shop and small-plant performance or major-company 
per formance. I would welcome that. 

Mr. Roosrvetr. Mr. Knittel, what you are suggesting as a cure I 
suppose is advertised bidding to eliminate as much as possible the 
ques‘ion of changing personnel or personnel preference ? 

Mr. Knirrev. I feel that management of any large business is very 
fair, that their capabilities—they are people of high ethics. I have 
no reason to question them. But, being human beings, when you get 
down to the last man that has the say-so to let a job, unbeknown to 
the higher management personnel, that is a problem. 

I believe that some amount should be set, that any item over a cer- 
tain amount must be quoted and opened on a sealed bid, that you not 
be allowed to even send through a price on a telephone. There is too 
much chance for coercion. There is too much chance for favoritism. 
Maybe it is just “I like you better than Joe,” and it is only human 
nature. We are dealing with human elements. 

Mr. Roosevettr. Thank you. 

Mr. Moore. I have no further questions. 

Mr. Streep. Gentlemen, we want to thank you for your kindness 
and cooperation in coming here today and giving us this information. 
It has been very interesting and specific, and we do appreciate it. 

The committee will stand in recess until 2 p. m. 

(Whereupon, at 12:45 p. m., the committee recessed, to reconvene 
at 2 p. m.) 





AFTERNOON SESSION 


Mr. Streep. The committee will be in order. 

Our first witness this afternoon will be Mr. Ryerson. Is he present, 
please ? 

Mr. Ryerson, will you please identify yourself for the record, and 
then if you have a prepared statement, or have a preliminary state- 
ment, proceed in your own fashion. The committee will be glad to 
hear from you. 


TESTIMONY OF L. D. RYERSON, MAINTEN-AIRE CORP. 


Mr. Ryerson. Thank you. 
Mr. Chairman, gentlemen, my name is Ryerson. I am manager and 
vice president of an aircraft accessory overhaul organization in North 


Hollywood, Mainten-Aire Corp. 
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Mr. Sterp. What is your address there ? 

Mr. Ryerson. 11761 Sherman Way, North Hollywood. 

The problems, or, shal] we say, the situation which caused us to con- 
tact. this group was one dealing with military contracts of a nature 
that is somewhat different than what has been discussed here so far 
today. 

Ours is basically overhaul service work. It is not in any way con- 
nected directly with manufacture. Ours is a very small organization, 
and we are not associated with other local organizations in an associa- 
tion. 

The problems of small business, as we see it, deal basically with 
having limited facilities, limited capital, and limited Government 
familiarity in dealing with contracts. This leads to problems on how 
best to approach military service contracts. 

The main reason I mention this i is that we have bid on a number of 
contracts, without success. The main problem is not the fact that we 
are not successful, but in trying to analyze what has taken place among 
successful contractors, to try to determine what method is used in the 
service field of acquiring these contracts. 

To cite an example, our entire business has been built on commercial 
work. We are a certified CAA repair station. As such, we operate 
under the jurisdiction and control of the Civil Aeronautics Authority. 
Their rules and regulations are very specific, and any violation on 
our part would result in us being liable for cancellation of our certifi- 
cate, which would automatically ‘put us out of business. 

Our services are usually sold to the end user, the commercial opera- 
tor, the airline operator, the executive operator, or the private plane 
owner in the commercial field. 

Their requirements are very specific in their dealings through the 
CAA, in that a certified air carrier cannot use our facilities unless and 
until we have been approved by the Civil Aeronautics NT and 
found fit and able to do this class of work. This is a very good con- 
troling factor in that it tends to reduce to a minimum the probability 
of substandard work, and puts us very definitely under a policing 
action to be sure that we fulfill the requirements of our certificate. 

Having lived with this Authority, the Civil Aeronautics Authority, 
for many years, and built our little business on it, like most business 
today, we are suffering from the pangs of reduced business—we look 
for other outlets. So we attempted bidding on military contracts. As 
I say, to date it has been with no success. 

Now, the lack of success is not the big point. The big point is where 
we have teken—and I speak for others in a similar field, too—our 
commercial figures, used them as a basis for bidding a military con- 
tract, and yet have missed by as high as 75 percent. “We can’t under- 
stand it. 

A job which in our shop normally would take a minimum of 6 
man-hours—and our records can show it will take us 8.5 average— 
even ina quantity lot, could not be expected to be cut by a production 
method much below, shall we say, a 20-percent reduction of that time. 
Yet a job which we normally get in the commercial field, a $42 job, 
we bid in the military program, because of volume, we felt we could 
cut down to meet it, at $35. And yet the job went for approxi- 
mately $11. 
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It makes us wonder what is taking place, and how do you approach 
the problem of determining by what standard would the job be done. 
Perhaps our standards are too high. Yet, if we take the military 
technical orders as being the required method of doing the job, study 
them, and were to follow them realistically and accurately, it would 
be physically impossibe to have done the job for this ridiculously low 
price. 

The big question, of course, comes up, then, what takes place—what 
takes place that would permit or allow an organization to take a 
contract at such a low price, and still stay alive, unless there were some 
method of renegotiation in there for a higher price later on. How- 
ever, our reading of the contracts indicate that this is fixed price and 
cannot be renegotiated. 

Mr. Rooseverr. Mr. Chairman, may I ask a question there. Have 
you any specific examples of the contracts that you have bid on where 
you have found this great variance ? 

Mr. Ryerson. Yes, sir. 

Mr. Roosevett. Could you name them or give us some way in which 
we could later trace them ? 

Mr. Streep. Can you give us the name of the military unit asking 
for the bid and the name of the company that got the successful bid, 
and the date of it ? ; 

Mr. Ryerson. I can say I came a wee bit unprepared, because I did 
not believe I would be called. I assumed that your itinerary would be 
so full that, shall we say, the little people wouldn’t even fit in. 

Mr. Moore. If I may interrupt, that is the sole distinction this 
committee has—of hearing the little people. 

Mr. Ryerson. This one contract that I am referring to was a con- 
tract out of Tinker Air Force Base, Okla.—contract invitation No. 
34—601-58-710, calling for the overhaul of four separate types of units. 
All were Vickers-manufactured hydraulic pumps. There were 120 
of one model, 249 of another, 182 of another, and 200 of another. Two 
of the category pumps are almost identical, so near identical there is 
just one little number with a very minor difference, so the work in- 
volved is identical. 

We just the other day received notification that the contract was 
awarded to Pan American Carburetor Service of Miami, Fla. The 
bid results were received through the contractors’ reporting service; 
we subscribe to this contractors’ reporting service because very ob- 
viously it would be impractical for us to be present at the opening 
of the bids and get the data, so we pay a small fee and have a copy of 
thissent tous. — 

A moment ago I was mentioning figures. I was doing a lot of this 
from memory. The actual figures that are particularly pertinent are 
these. The first item we bid on was $36.90. 

Mr. Roosevett. That was your bid ? 

Mr. Ryerson. That was our bid. Vickers, Inc., manufacturers of 
this unit, bid on it also. Undoubtedly they would know more about 
this unit than anyone, ours included, in the service and maintenance of 
it. Their bid was $48. 

We feel that, being a small organization, we could compete at a 
lower rate. obviously. : 

Pacific Airmotive, which most people in aviation are familiar with, 
bid this item at $38.55, which is a very realistic bid. The fact that 
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we were at $36.90 is just a wee bit under, but we are a much smaller 
organization. 

Pan American Carburetor did $13.30. 

The next item, our bid was $23.41. Pacific Airmotive was $23.13, 
Vickers was $28, Pan American bid $9.32. 

The next item, we bid $20.55, Pacific Airmotive bid $21.59, Vickers 
bid $24, and Pan American bid $9.30. 

Mr. Roosrvetr. Mr. Chairman, I would suggest—we have a pretty 
good idea of the story now. 

Mr. Ryerson. There is only one more item and it is identical. 

Mr. Roosevett. Mr. Chairman, could I suggest at this point, if the 
Department of the Air Force representative is here, that we ask him 
to try to come prepared tomorrow to discuss this particular contract. 

Mr. Sreep. If possible. If not, we would like to have this informa- 
tion provided and furnished to us later on, after we get back to 
Washington. 

It might be they couldn’t get it by tomorrow. But maybe it could 
be obtained, and we would like them to do that. 

(The information is in the appendix, p. 200.) 

Mr. Ryerson. Might I say that naturally I have a personal reason 
for wanting to, shall we say, speak my piece, a personal reason in that 
it is affecting what we are doing and where we are going. 

I want to try to stress that my main problem is not one of not suc- 
ceeding in the bidding, because in a normally legitimate competitive 
field, if I cannot compete with a good job, then obviously I must fall 
by the wayside. But if the yardstick gets so far out of line that you 
cannot even understand the methods used in order to get the contract, 
then this raises another question. ; 

Obviously, asking such questions, and attempting to arrive at a 
solution, is a big thing. However, I feel that a very few things could 
be done by the Air Force, or any other Government facility, Govern- 
ment organization, in order to prevent possibilities of such wide range 
situations, because very obviously, if this job is going to be put out 
for the prices I have quoted, something must give. Either the or- 
ganization who got it must operate at a loss—and I don’t see very 
many people, business people, intentionally taking on something to 
lose money, unless they are getting awfully big and making too much. 

Or there are methods of bypassing the intent of the contract which 
permits them to get by at this figure and possibly negotiate to a 
higher figure later. Nevertheless, our feeling is that an honest ap- 
proach of taking the contract and doing it as it is called out requires 
that you know what you are doing, bid a price, and when you are 
finished, vou either make a profit on it, or you lose, if that is the 
understanding to begin with. é 

Now. in order to assist in clarifying these things, it is my feeling 
and the feeling of many others in our type of business that all or- 
canizations involved in the business, snch as we are, should be certified, 
similar to the CAA method. and policed afterward, before they are 
even given an opportunity to bid. : } 

Mr. Strep. Are vou in a position to tell the committee whether 
or not the successful bidder in the items you mentioned has the same 
CAA certificate that you possess ? 
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Mr. Roosrverr. Mr. Chairman, could I follow up your question 
and ask if you know whether the successful bidder is doing other mili- 
tary work 

Mr. Ryerson. No, I can’t answer this either. Basi ally all I have 
is results from bids we have made. These are facts I am speaking of. 
These are bids we have made and what has happened to them. On 
some of them we have not found out afterward who got the contract. 
Many times this takes place. Of late, the organizations putting out 
the invitation have been mailing in a final statement stating who got 
che contract. In the past this was not true. 

So many times we didn’t even know where it went finally. 

However, the big thing that people of our type are concerned with 
is that we are basically service-minded people. We have lived with 
aviation for many years. We know the papas of a half-way-done 
job. Service is such a nebulous thing that there is a lot of oppor- 
tunity to cheat. Only having a controlling factor that can injure 
your standing if and when you are caught might deter a lot of people 
from cheating. This is where the Civil Aeronautics Authority stand- 
ards, requirements, inspections, et cetera, have a deterrent effect and 
tend to keep us in line. And this adds to flying safe airplanes. 

Mr. Sreep. Mr. Roosevelt, do you have any questions? _ 

Mr. Roosrvetr. No, Mr. Chairman, except to ask just one, if I may. 
Most of your business, as far the the Government has been concerned, 
has been directly with the military—not with the prime contractor or 

rivate concern. 

Mr. Ryerson. No. I will say that what business we have done for 
military has, on some occasions, been direct with a military base, some 
cases direct with the prime contractor. 

Mr. Roosrvett. Now, when it is with the prime contractor, do you 
submit a sealed bid in that instance? That is, as differentiated from 
the sealed bid with 

Mr. Ryerson. Yes, a written bid. ' 

Mr. Roosevett. Is it a sealed bid, do you know, or do you just sub- 
mit an open bid? ; " 

Mr. Ryerson. We just submit our standard open bid, and then it is 
up to their purchasing department to determine whether we are in 
line, and whether we are capable, first, because normally these organi- 
zations that we deal with would be civilian organizations handling a 
Government contract. pe 

Mr. Roosrveit. Now, when you submit that bid to the civillan or- 
ganization, do you receive the same kind of table you get from the 
Government as to what your position was on the bid ? 

Mr. Ryerson. Only by asking for it. But it is readily available at 
al] times. 

Mr. Streep. Mr. Moore. : 

Mr. Moore. I have no questions. 

Mr. Ryerson. We feel that the biggest problem is that the stand- 
ards of aviation maintenance are suffering a terrific setback and must 
be lowered some place if the job is to be done for some of the costs 
as shown in the bids. And that the safety of the military craft could 
be very definitely endangered if the quality was in direct proportion 
to these costs. 

Again, I say the military procurement, Government procurement, 
is certainly goin r to do their best to keep the costs down, but when 


- 








THE AIRCRAFT INDUSTRY 43 


that cost becomes so ridiculously out of line with normal standards, 
it looks like we have a bit of a problem. 

Mr. Moore. Now, the example that you have cited to us. Is that 
the only example in which your company has figured ? 

Mr. Ryerson. Oh, no. 

Mr. Moore. This is a pattern which has been developing? 

Mr. Ryerson. Has been going on throughout. 

Mr. Moore. I don’t recall the figures, but with respect to each of 
the three bid quotations that you read, I believe you were perhaps in 
second position each time, were you not ? 

Mr. Ryerson. Oh, no, nowhere near. 

Mr. Moorr. Nowhere near second position ? 

Mr. Ryerson. No. I only cited three bids. There were 37 bids 
made. They varied from a low of $8 on the first unit to a high of $288. 

Mr. Moore. Where did your company’s bid fit with respect to the 
overall bidder? You ought to have a number that you could pick out 
rather easily. 

Mr. Ryerson. Yes. We fell into the pattern—first of all I would 
say this. Of the 37 bidders, there were many definitely known to us 
who are very high-grade operators, very high-grade shops. Pacific 
Airmotive, for ex: mple a very high-grade shop. Weare right along 
in line with those people. Others, such as this $288 quote, very ob- 
viously somebody is just trying to make a killing on the hopes there is 
a sleeper there + and they might get it, because the job would be fan- 
tastically high priced for that amount. 

Mr. Moore. Yes, but a bid of that type can come out of complete 
ignorance of what is required. 

Mr. Ryerson. That is right. 

Mr. Moore. I mean, to use that as an example is not to give us ¢ 
clear picture. 

Mr. Ryerson. No. That is why in the beginning I did not even 
cite that one. It isso fantastic. 

Mr. Roosrverr. I have two other points. One, from your experience, 
have you seen any tendency toward pulling back into the military work 
which was done previously by contracting to private enterprise ? 

Mr. Ryerson. No, I would say that the contrary is true. During 
the last 2 years, approximately, there has been more tendency of the 
military to put out this kind of work than previously. I can readily 
see a contributing cause in that a lot of this work was done on mili- 
tary bases with military personnel, and with the high turnover of 
personnel in the military forces nowadays, you just about get a man 
trained and his time is up and he leaves. So they are finding them- 
selves in, shall we say, a rougher spot maybe to maintain it, or maybe 
their personnel are being used for other activities, and this becomes 
an overload. 

Mr. Roosrvrir. Now, the other point I had in mind is, do you see 
any tendency toward giving to the larger concerns this type of work 
on a preferential basis of any kind? 

Mr. Ryerson. No, I would say that the appearance of the pattern 
being set was that price was a factor strictly. 

Mr. Moore. That is very interesting. 

Mr. Rooseverr. Thank you, sir. 

Mr. Ryerson. So again, I want to just point out the one thing. Our 
feeling is that the trend toward such a thing is not good, and 1 
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order to compete with it, we must either lower our flag a long way 
down, or get out. 

Mr. Roosrvetr. In other words, your real complaint is that the price 
factor alone, if that is what it is, is unrealistic and unsafe. 

Mr. Ryerson. Absolutely. 

Mr. Roosrvetr. Therefore you are asking for tighter standards and 
whatever the list of available contractors are, you feel that it should 
be screened and cut down and only those who are really competent to 
do it be permitted. 

Mr. Ryerson. And if this action should put us out of the running 
that is just too bad. We will have to straighten up our own yard 
and get back in the running. But certainly it would clean up a pos- 
sibly very serious s‘tuation. And a very dangerous one. 

Mr. Srrep. Mr. Ryerson, we appreciate your coming here today and 
giving us your information and your cooperation. Maybe we can 
get some information that might be of interest to you as well as to us. 

Mr. Ryerson. Thank you very much. 

Mr. Sreep. Is Mr. Aubrey here ? 

Mr. Auprey. Yes. 

Mr. Sreep. Mr. Aubrey, will you identify yourself and your asso- 
ciate for the record, and then proceed with your preliminary state- 
ment in your own way. 


Mr. Auprey. Yes, sir. 


STATEMENT OF HARRY AUBREY, ASSISTANT TO THE GENERAL 
MANAGER, A. A. METAL PRODUCTS, INC., ACCOMPANIED BY 
URBAN RIOS, PRESIDENT, A. A. METAL PRODUCTS, INC. 


Mr. Ausrey. The man on my right is Mr. Urban Rios, who is the 
president of our company. My name is Harry Aubrey. I am the 
assistant to the general manager 

Mr. Steep. What is the address of your company ¢ 

Mr. Ausrey. 15105 South Broadway. Our presence here is an in- 
quiry rather than a problem. 

I am with the company now about 2 months. And in my investi- 
gating and overseeing the activity of the company, I find we have 
done very little, if any, military work. So the question came to my 
mind, why we were not doing any military work. 

So, after investigating with Mr. Rios and the bookkeeping depart- 
ment, I find that in the last 2 years we probably have bid 50 to 100 
contracts with different Air Force and Navy facilities throughout the 
country, and have always been unsuccessful. This brought up another 
question—why ? 

By further investigating we find on several bids we have been low 
bidder, we have been qualified bidders, we have been issued letters of 
intent, we have been issued letters stating that the contract had been 
awarded, had visiting military people to the facility, and every time 
the contract has been canceled, there has been a mistake made, some 
other bid had been postmarked within a certain length of time to 
qualify them—for some reason or other, they had taken the job away 
from us. 

Armed with this information, I inquired of Mr. Roy Watkins, who 
is in your Small Business Administration. I explained to him what 
I am trying to explain to you. I showed him the paperwork, some of 
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the particular jobs we bid. He in turn was at a loss for an answer 
and suggested I contact this committee. 

Now Mr. Rios was personally involved in one particular instance. 
I think that he would be probably better capable of explaining to you. 

Mr. Roosevett. Will Mr. Rios give us 1 or 2 of the specific things 
you referred to? 

Mr. Auprey. Yes. 

Mr. Rios. The first one is a small one. It doesn’t amount to very 
much as far as money is concerned. but our telegram to our repre- 
sentative in Washington, D. C., reads: “Re bid 846 and 10A”—no, 
that is not it. “Quote for us IF B 600-486 open March 21 at 693 
antenna, $49.60 each, 75 pieces, half of 1 percent, 10 days deliveries as 
per schedule.” Here was the answer, “Re bid your 846 and 10A. Con- 
cratulations, we beat, low $49.50 with our discount.” In other words, 
half of 1 percent was what got us the job. 

But we were investigated, everything was set for us, but the order 
was never received. 

Mr. Roosrvett. That is what branch of the Government ? 

Mr. Rios. This one went back to Washington, D. C., the Army. 

Mr. Roosreveitr. The Army. 

Mr. Streep. Did you ever have any oral or written explanation as 
to why you didn’t get the contract ¢ 

Mr. Rios. We had a copy of all the quotations here, all the differ- 
ent companies that bid on them. And we were the lowest bid. There 
was another one of $49.50, but no discount was allowed. We did give 
them a one-half of 1 percent discount—our usual terms—right here 
which made us the lowest bidder. There were roughly about 12 differ- 
ent bidders. 

Mr. Moore. Do you know who got the bid, or who performed the 
work ? 

Mr. Rios. We don’t know who got the work. All we have is the 
figures of all different companies ‘bidding, but we never found out 
who got the job. 

Mr. Srerp. The Chair would like to ask the Army observer present 
to check with this identification and make some effort to provide us 
with the rest of the information on this point. 

Mr. Rios. There is a quotation number, invitation. 

Mr. Roosevett. Could we have that number again, so we can make 
sure we have it correct. 

Mr. Rios. You want the part number? 

Mr. Roosevevr. The bid number. 

Mr. Rios. The bid number. That was invitation No. IFB-600- 
846-58-S. That was dated February 17, 1958. 

That was one of them. 

But this one here was even more astounding. I haven’t got the 
quotation number on this one for the reason that when I got over 
to Norton Airbase they claimed they didn’t have any extra blank 
copies for me to refile the new quotation, so they asked me to leave our 

carbon copy with them signed, as that being our firm bid. That is the 
reason I don’t have the number. But this job here, we bid it, and I 
even brought a part along. Here is what it looks like assembled. 

This job was not new to us. We had been making it for Douglas 
right along. We are all tooled up for it. We bid $36,000 for whatever 
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the amount was. We then received a notice advising us the order had 
been placed with Star Hardware in Sunland, Calif., for $44,000, 
oni about $9,000 more than our quotation. That is when I went 
person: < to Norton Airbase to find out w hy the $9,000 over and above 
our bid, and they couldn’t say we were guessing, because we used our 
own previous records to quote that job from. We had a price on the 
casting, on the rubber grommets and everything. It was not a new 
job. 

Mr. Roosrvett. Who did you see at the Air Force base? 

Mr. Rios. Mr. Shibley. He claimed he called us on the matter. 
Rather we asked him to call, and he said that he did not call, but we 
had a telephone record, showing he had called in. So the buyer could 
not explain why he had let the contract out. But his superior officers 
or the man above him requested why he had let that contract out for 
$9,000 more than what we had quoted. Well, he couldn’t answer it. 
He said he had goofed. That was exactly the words he used. 

So there is the only two examples I have with me. 

Mr. Moore. What branch of the service is this? 

Mr. Rios. It must be the Air Force at Norton Airbase. And here 
is a letter that has a history of the whole thing, the way we put it 
down date for date, to keep a complete record of the whole trans- 
action. 

Mr. Roosrvett. Could you submit a copy of that for our record? 

Mr. Rios. I only have one. 

Mr. Roosevett. Well, not now. 

Mr. Rios. Yes; we would be happy to do that. 

(The material requested follows:) 

JANUARY 15, 1957. 
UNITED STATES AIR FoRCE CONTRACTING OFFICER, 
San Bernardino Air Materiel Area, 
Norton Air Force Base, San Bernardino, Calif. 
(Attention : Don. G. Moore, contracting officer. ) 


GENTLEMEN : This will confirm our recent phone conservation. 
The following information is put in the form of an affadavit: 


AFFADAVIT 


November 8, 1956: Request for proposal No. 8B503262 was mailed and quoted— 
10,722 pieces—56C79000 Link Assy.—$3.27 each. Total $35,060.94. 

November 14, 1956: I, Frank B. Bruce, received a phone message to call Mrs. 
Currier, extension 7144, at San Bernardino 9—4411, San Bernardino operator 
No. 74. 

I returned this call and Mrs. Currier asked me to come visit Mr. John Gilbreth 
to discuss the above-mentioned contract proposal. 

November 15, 1956: I visited Mr. Gilbreth in his office and he asked me if we 
were sure of our cost figures, who we planned on procuring our forgings from, 
and who we planned on subcontracting the packaging to. Mr. Gilbreth then 
requested that I return to my office and reanalyze our cost figures and adyise him 
of my findings. 

November 20, 1956: I phoned Mr. Gilbreth and advised him that we would 
not revise our written quotation as it would stand as quoted. 

Mr. Gilbreth requested that I write him confirming this decision. 

Our letter dated November 20, 1956 was sent out, a copy of this is attached 
as exhibit A. 
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November 28, 1956: I received the following phone message: “Mr. Gilbreth 
called while you were out. He will call Friday about 10 a. m. (canceled fund on 
the requirement you were bidding on). Link Assy.—K. W.” 

December 5, 1956: I wrote a letter requesting the outcome of the afore- 
mentioned proposal. Copy attached hereto marked “Exhibit B.” 

December 19, 1956: I received a letter dated December 12, 1956, signed by 
Don G. Moore, contracting officer, which stated that the award had been made 
to Star Hardware Supply, Inc., in the amount $44,603. 

December 21, 1956: I called Norton Air Force Base and asked to talk to 
Mr. Moore. As Mr. Moore was absent I talked to Mr. Earl S. Jackson and I 
reiterated the above transactions. Mr. Jackson stated he would look into the 
transactions and call me. 

December 26, 1956: Mr. Gilbreth called me and stated that Mr. Moore’s letter 
was in error and that the award was not made at this time but would probably 
be procured after March 1, 1957. 

December 9, 1956: I called Mr. Don G. Moore at Norton Air Force Base and 
reiterated my transactions. Mr. Moore requested that I put this information 
in letter form to him, 

I certify that the above information given by me is true, complete and correct 
to the best of my knowledge and belief and is made in good faith. 

Very truly yours, 
A. A. METAL Propucts, INC., 
F. B. Bruce, Vice President-General Manager. 


ExuHisit A 
NOVEMBER 20, 1956. 
Subject: Request for proposal No. SB-503262. 
Unirep States Arr Force CONTRACTING OFFICER, 
San Bernardino Air Materiel Area, 
Norton Air Force Base, San Bernardino, Calif. 
(Attention: Procurement and Production (SBAMA), Contract Branch, 
John Gilbreth (PPCM).) 
GENTLEMEN : 
1. This will confirm our recent visit and phone conversation. 
2. Our quotation on subject request has been reanalyzed and verified, and 
we wish to confirm our quotation as firm as quoted. 
3. Please advise the undersigned the outcome of subject award. 
Very truly yours, 
A. A. Metat Propucts, INc., 
(Signed) F. B. Bruce, 
Vice President-General Manager. 


ExHiBIt B 
DECEMBER 5, 1956. 


Subject: Request for proposal No. SB—503262. 
Unitrep Srates Atk Force CONTRACTING OFFICER, 
San Bernardino Air Materiel Area, 
Norton Air Force Base, San Bernardino, Calif. 
(Attention: Procurement and Production (SBAMA), Contract Branch, 
John Gilbreth (PPCM).) 
GENTLEMEN : 
1. Please advise the undersigned the outcome of subject award. 
Very truly yours, 
A, A. Meta Propucts, INC., 
(Signed) F. B. Bruce, 
Vice President-General Manager. 
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FEBRUARY 6, 1957. 
CONTRACTING OFFICER, 
San Bernardino Air Materiel Area, 
Norton Air Force Base, Calif. 
(Attention: D. H. Spencer, PPCB (Ext. 5114).) 

DeaR MapDAM: This will confirm our conversation of February 6, 1957. Refer 
to our proposal, your No. SB-503262, for 10,722 pieces 1AMC-56C79000 Link 
Assy. 

We wish to revise our proposal in the following respect: 

Price: 10,722 pieces 1AMC-—56C7900 Link Assy., $3 each net. 

Terms: One-half percent, 30 days; 60 days net. 

Thank you for this opportunity to negotiate as we felt quite disappointed on 
losing out on this requirement when we submitted our previous proposal last 
November. 

Very truly yours, 
A. A. METAL Propwcts, INC., 
F. B. BRUCE, 
Vice President and General Manager. 


FEBRUARY 12, 1957. 
CONTRACTING OFFICER, 
San Bernardino Air Materiel Area, 
Norton Air Force Base, Calif. 
(Attention: Doris H. Spencer, PPCP (Ext. 5114).) 


DEAR MAapAM: Please advise the outcome of our Proposal No. SB-503262, for 
10,722 p'eces 1AMC-56C79000 Link Assy. 
We are anxious to know if an award was made and, if so, to whom and for 
how much? 
Thank you for your courtesy. 
Very truly yours, 
A. A. METAL Propuwcts, INC., 
F. B. Bruce, 
Vice President und General Manager. 


Marcu 13, 1957. 
Re FBB-1222. 
CONTRACTING OFFICER, 
San Bernardino Air Materiel Area, 
Norton Air Force Base, Calif. 
(Attention: Major Taylor, PPCB.) 


GENTLEMEN : This is a repeat of our request of February 12, 1957. 
Please advise the outcome of our proposal No. SB-503262, for 10,722 pieces. 
1AMC—56C79000 Link Assy. 
We are anxious to know if an award was made and, if so, to whom and for 
how much? 
Thank you for your courtesy. 
Very truly yours, 
A. A. METAL Propucts, INC., 
F. B. Bruce, 


Vice President-General Manager. 


HEADQUARTERS, SAN BERNARDINO AIR MATERIEL AREA, 
UNITED States Arr Force, 
Norton Air Force Base, Calif., Murch 18, 1957. 
Subject : Purchase request No, SB-503262. 
To: A. A. Metal Products, Inc., 15105 South Broadway, Gardena, Calif. 

1. Receipt of your letter, dated March 13, 1957, is hereby acknowledged. 

2. Please be advised that an award was made on February 20, 1957, to Star 
Hardware Supply, Sun Valley, Calif., whose bid was in the total amount of 
$30,557.70. 

8. Your response to our request for proposal was appreciated. 


JOHN F. PAKENHAM, 
Contracting Officer. 
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Mr. Sreep. The committee will be interested in having the Air 
Force explain what it did with this $9,000 goofer. 

Mr. Rios. This is from the air materials area: 

Gentlemen, receipt of your letter dated December 1956 is hereby acknowledged. 
Request for your proposal No. S-88503262 was awarded to Star Hardware 
Supply, Inc., total amount of $44,603. 

And our bid was $36,000. Our bid was $35,060.94. 

Mr. Moore. You indicated that your bid was submitted—that they 
had no applications for you to submit your bid on 4 

Mr. Rios. We had one. When I went there, they asked me if I 
wanted to rebid at the same price. I said “yes.” In fact, he asked 
me if I would drop the $60 off the total amount because it would take 
some board of review for anything over $35,000. So by dropping the 
bid down $60 and making it $35,000 even, it could be let out by Mr. 
Moore. In other words, he had the authority to let out a job that did 
not exceed $35,000. That is why I dropped it; so in doing that, they 
asked me to refile a new quotation, and that is when they claimed they 
didn’t have any blanks there. I used our own carbon copies, changed 
the figures, initialed them, and signed the quotation, that being our 
firm bid of $35,000. 

Mr. Moore. Upon your questioning them as to why they let this 
for $44,000, did they show you a record, and did they acknowledge 
your bid of $35,000 ? 

Mr. Rios. Yes; they did acknowledge our bid of $35,000. And that 
is when this buyer, his only answer was to the man questioning him that 
he had goofed. That was the words he had used. 

Mr. Moore. I have no further questions. 

Mr. Roosrvett. Mr. Chairman, one other question—just to establish 
the witness’ proficiency. 

You do do work for Douglas ? 

Mr. Rros. Yes. 

Mr. Roosrvett. Are you currently doing work for Douglas? 

Mr. Rios. Yes. We have all the major companies in the United 
States, for that matter. 

Mr. Roosrvett. You have not been removed from any Government 
list for lack of permits or anything of that kind? 

Mr. Rros. No; we have a Navy inspector in our plant all the time. 
We do Navy work, Army work, and commercial aircraft work. In 
fact, it is a shop that roughly—our peak is about 135 men. We are 
currently working about between 90 and 100 right now. 

Mr. Rooseverr. I just wanted to establish that you were in good 
standing. 

Mr. Rios. Yes: we have been in business 22 vears. We started be- 
fore the war. It was nota war baby or anything like that. 

Mr. Roosever'tr. Thank you. 

Mr. Srrep. Well, we thank you gentlemen for being here today and 
giving us this information. Mavbe in checking on through and 
getting the whole explanation of it, we can find some more of the 
answer of why small business has so much difficulty these days. 

Mr. Aurrey. Thank you very much. 

Mr. Rios. Thank you. 

Mr. Streep. Is Mr. Peterson here? That is Mr. C. G. Peterson. He 
doesn’t seem to be here. 

All right, then Mr. Herb Petersen is next. 
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TESTIMONY OF H. J. PETERSEN, EXECUTIVE VICE PRESIDENT, 
TOPP INDUSTRIES, INC. 


Mr. Sreep. For the purpose of our record, will you give the re- 
porter your name and full identification. 

Mr. Petersen. I am H. J. Petersen, of Topp Industries, Inc. They 
are located in Los Angeles. 

Mr. Roosrvett. Don’t you have an address? 

Mr. Petersen. 5221 West 104th Street. 

Mr. Steep. What is your position in the company ? 

Mr. Petersen. I am the executive vice president. 

Mr. Steep. All right, you may proceed in your own way. 

Mr. Perersen. I perhaps represent a little different segment of the 
business field here in southern California, in that we have in excess of 
1,000 employees. 

I chose to render to you a formal written statement, so for the 
purposes of speed, I will just highlight my comments. 

No. 1, I feel that in the industry in this area that the prime con- 
tractors and the Government have contributed a great deal to the 
growth of the area, and I would like to recite in the institution of my 
own business the opportunities that have been afforded have allowed 
my firm to grow from less than 8 employees 5 years ago to the size 
that it now is. It is now over 1,000. And from a volume of less than 
a quarter of a million dollars a year to $10 million a year. 

Now, we have developed our technical forces. This has all been 
done through the cooperation and the effort on the part of the prime 
contractor as well as the Military Establishment. 

We feel that small business has been usurped, however. There are 
some procurement practices that are not well for the small-business 
man. We find that in small business there are some tremendous tech- 
nical forces available to the industry. We would like to make an ap- 
peal for them. 

As far as the medium-sized operation, such as ours here, we can 
perform a service for the small-business man, as well as the large 
prime contractor. 

We serve, as I mentioned, all of the prime contractors in the area, 
in the United States. And the maturity that is displayed in their 
procurement practices, I think, are manifest by the growth of such 
companies as ours. 

Now, the problems that we are confronting, however, are such things 
as the high-cost elements in reliability studies to improve the product, 
in the mobilization of the manpower, in the use of Government facil- 
ities by small business, in the negotiation versus the open bid pro- 
curement, or the negotiated procurement, in the financing problem, 
as well as the security restrictions which hamper market intelligence. 

I think, as far as the security restrictions are concerned, we believe 
this to be one of the biggest problems confronting the business, in 
that there is this need to know to establish before you understand the 
whole parameter of the problem. 

Mr. Roosrvert. Do you want to explain that a little bit. I don’t 
quite understand what you mean. Are you denied information ? 

Mr. Perersen. Not denied information, but when you have a tech- 
nical force, and a production force, and you are invited into some of 
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these programs, you must know the whole of the design parameter, 
the utilization of the component part, the subsystem, the integrated 
system, into the whole. I believe that must be known in order to per- 
mit a more thorough function. 

Mr. Roosrvetr. Are you denied the opportunity to get into it on 
that scale? 

Mr. Perersen. Oftentimes. 

Mr. Roosevett. On the ground of security ? 

Mr. Perersen. On the ground of security 

Mr. Roosevetr. Well, then, the only reason I ask this is to try and 
get it clear. If you do this kind of work at all, are you not elig'ble for 
security clearance to the very top? 

Mr. Perersen. Oh, yes, and we do that. 

Mr. Roosrvett. Do you have security to the very top ? 

Mr. Prrersen. Yes. 

Mr. Roosrvetr. Then, it is not on the grounds of security restric- 
tion. It must be on the grounds of policy, rather than security, isn’t 
it? 

Mr. Perersen. Well, maybe it is policy, but it still comes under the 
heading of security. 

Mr. Roosrvetr. The reason they give you is security; is that it? 

Mr. Perersen. That is correct. For example, our firm has a secret 
classification. I, as an individual, have a crypto classification. But 
if we have a confidential or secret project, we cannot reveal the full 
project to a smaller subcontractor. We cannot give him the full para- 
meter so that he understands what the end use of this article might be. 
We look to the smaller people for technical assistance in this area. Iam 
sure the big prime contractor does this as well. This is one of the areas 
of service they seek. 

Mr. Roosrvert. The question you raise, then, is why shouldn’t the 
security clearance go all the way down to enable these people further 
down to help you, and you in turn to help the people higher up? 

Mr. Perersen. That is correct. I think the security measures are 
oftentimes asinine. 

Mr. Moore. Do you want that in the record ? 

Mr. Perersen. Yes. As I say, I have a written statement on this. 
I found upon this reliability problem. Now, in order for the Military 
Establishment, or the prime contractor, with their end vehicle, to do 
their job, we must have, or develop, reliable ere subsystems, 
systems, and so forth. The military procurement, I do not feel, allow 
enough in the way or recognize costs to the degree that enough money 
can be spent in seeking high rel‘ability. And this takes a great deal 
of expensive test equipment and so on and so forth. Here again, the 
Government, I feel, must extend its aid and assistance to others than 
the larger prime contractors in this area, because a small component 
can cut the reliability factor way down. In other words, it is like 
the sluice boat in a convoy, the worst part, can be conducive to the 
failure of the instrument. 

Mr. Roosevertr. On that point—can you give us examples of where 
there is a differentiation in the allowance that is given to the larger 
prime as against the allowance that is given to you for research and 
so on? 

Mr. Perersen. I am speaking on behalf of the larger prime as well 
as the medium producer, as well as the small individual, because the 
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small shop, they have specialized technicians, perhaps specialized en- 
gineering ; they develop a component. This component is used in your 
subsystem, of which we might produce. In turn, we produce this for 
the prime contractor, who, in turn, is delivering to our Government 
the vehicle. However, into all this accumulation, this is an expensive 
process. 

I would say that the cost of reliability is probably all the way from 
1 to 10 times the cost of the basic hardware. That is, as far as some 
of our newer techniques are concerned, our newer space vehicles, 
missiles, and so forth. 

Mr. Sreep. You feel, then, that the man making the smallest com- 
ponent should have the same financial and other Government coop- 
eration extended to him that the prime contractor would have to have 
in the finished item to prove its reliability, to test it, and to otherwise 
get the bugs out of it. 

Mr. Prrersen. Absolutely—in order to do the whole job that was 
originally intended by the procuring agency on the basic vehicle. 

Mr. Sreep. Do you know of any cases where any branch of the Gov- 
ernment does give money or other concessions to these smallest com- 
ponent makers to help them prove or to develop the reliability of their 
products? 

Mr. Perersen. Oh, yes. I believe this is being done, but, like in 
every other area, it could be improved on and expanded upon a great 
deal in recognition of a serious problem. 

Mr. Steep. In other words, there are precedents showing that this 
can be done under existing regulations ? 

Mr. Perersen. Absolutely. 

I would like to read my conclusion, if I may. 

Tt is difficult for the small-business man to obtain information. 

The complexity and scope of the weapons systems required for 
defense demand the attention of every company that can contribute 
to the solution of the problems involved. 

The major systems development programs initiated and gene “ated 
within the Air Force should make greater utilization of the talents 
and facilities of small business. This can be expanded through better 
coordination and solution of the problems previously outlined and 
more efficient dissemination of information regarding such require- 
ments. , ) : 

A new appraisal of the place of medium-size business in the defense 
industrv is needed. The medium-size business contributes by serving 
as a bridge between the maior contractor and the small firms. Our 
tvpe of business makes possible greater utilization of smaller firms. 
We heln finance them. We guide them in the definition and solution 
of nvoblems. We supply them with data and technical help. 

But the medium-size business also needs help. We are in a more 
vulnerable position than either the large contractor or the small-busi- 
ness man. We do not receive direct Government financing or use of 
facilities. Our capital comes through plowing back our profits and 
thronzh nublic equity financing. 

Like all small business, we have room for the small order as well as 
the big one. Naturally, we look forward to the day when we can 
deliver complete systems for the defense effort, but we are also in- 
terested in maintaining our singular status as medium-size business. 
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We are the first to recognize the important role that small business 
will continue to play in our development of new and better weapons 
and production techniques, 

We have tried in this statement to give some of the salient problems 
that beset the management of these firms, and we consider ourselves 
very close to the picture. 

Let me recap briefly what we are trying to recommend to the com- 
mittee: 

Small business has a limited knowledge of the broad picture of 
defense spending and defense requirements. Big business has a lim- 
ited knowledge of the capabilities and potential contribution that can 
be made by these small firms. We recommend that a survey be made 
of these small firms, and, following a comprehensive analysis of their 
facilities, this information be Aiaseniiinated, to major contractors. In 
other words, gentlemen, help the little man to sell his services where 
they are needed. He cannot afford to go out and do a good job of 
selling himself. 

Mr. Roosrvett. Could I interrupt you on that point? If such a sur- 
vey were to be made, the important thing would be to have it made by 
somebody sympathetic to small business—in other words, by a com- 
mittee of small-business men. Not have the survey made by people 
who might not be so sympathetic. 

Mr. Prrersen. My point is: here in -my experience in this area—I 
might add I was with the North American Aviation Co. as a procure- 
ment agent at one time, and I am quite well acquainted with it. But 
we have many, many firms that have all the way from 3 to 10 very, 
very capable engineers. They are splinter groups that decide to get 
out in this world on their own. They do not know how to go about 
gaining market intelligence, as an example. 

I know of cases recited in my report where they have to spend 
$15,000 or $30,000 to go out and find out what is going to happen, 
what are the programs that are going to take, who is going to be doing 
what, what agency is going to be buying, are we going to have tactical 
fighter aircraft or missiles, are we going to be in the space age and 
how can we contribute? These are very difficult things for smaller 
business to come by. 

Your suggestion, yes, that they could band together in associations 
and soon. But I find these to be slow and laborious, and they don’t 


have enough activity that is genuine. 


Mr. Roosrvett. That wasn’t exactly my point. My point is that 
the survey, if it was made, let’s say, by the Defense Department, should 
be made with the assistance, actually, of small-business people. In 
other words, not just let a contract to North American, although I 
think they could do a wonderful job in many things—not let North 
American make the survey of the potentialities of the small-business 
contractors. 

Mr. Perersen. Absolutely. I think the best way to help is for them 
to help themselves, and, therefore, help the agencies in collecting this 
data. But I do not feel that their capabilities are properly demon- 
strated to the prime contractors. By this I mean their technical com- 
petence or the nature of their facilities and so on are not brought to 
light in a satisfactory manner, so that when these programs mature, 
they can draw upon them to be used efficiently. 
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Mr. Roosrverr. Thank you. 

Mr. Streep. In other words, what you are saying is that one of the 
problems here is getting talent A to buyer B, making the contact 
between them ? 

Mr. Petersen. That is right. 

Second, we recommend that a more equitable arrangement be made 
for financing the work of these small, but worthy, organizations. 
They lack working capital. Loans from the Small Business Admin- 
istration take too long for immediate, pressing needs in many cases. 
They cannot wait. They need prompt payment on their work. 

Third, we believe that national security is best served by eliminating 
some of the unwieldly restrictions on information needed to help the 
engineering and production management plans their work more intel- 
ligently. 

Mr. Roosevert. Could I interrupt you again? I hope I am not up- 
setting your statement, but, on the question of financing—the Small 
Business Committee has recently recommended, and I believe the 
Banking and Currency Committee has reported, an equity-capital, or 
risk-capital, measure which would allow SBA to make not only cur- 
rent loans or temporary loans, but make actual] equity- or risk-capital 
loans; that is, investments. Would that be of assistance, in your 
opinion ? 

Mr. Petersen. It would be of material assistance ; yes. 

However, we found that the Administration execution of some of 
these things is laboriously slow, and oftentimes the full implication 
of the law, or regulation, is not well understood. And here again 
I think this is a matter 

Mr. Roosevett. I want to say in defense of the Small Business Ad- 
ministration office, particularly in Los Angeles, that there has been 
an interpretation that anything that bordered on an equity risk could 
not be made under the law. And it is for that purpose we are trying 
to change that. 

Mr. Petersen. Well, there have been several improvements in this 
situation. I would plead for more. 

They have the ideas and the ability. They need marketing intelli- 
gence to guide their efforts. Our own company will continue to as- 
sist these firms in obtaining security clearance, financial aid, and tech- 
nical guidance to the best of our ability. 

But here again, we, like any other firm, small, medium, or large, 
too, have our working-capital problems frequently. 

Fourth, more attention must be paid to the problem of quality con- 
trol and reliability studies. This is a costly element, but has failed 
to be recognized in many procurements. It is why I plead against 
the advertised bid. I heard testimony here relative to such prices 
going from $8 to $200. This is asinine. Nine times out of ten, ma- 
terials like that wind up in the trash bin, because of lack of defi- 
nition and specifications, lack of proper tests and evaluation before 
the procurement is made. 

Mr. Roosevetr. But, on that point, would you be for competitive 
bids if they were limited to proven or well-established qualified 
bidders ? 

Mr. Petersen. Absolutely. I think, first of all, if you seek the capa- 
bility and the production capability in regard to the particular pro- 
curement in mind, and restrict it to those eligible firms, then you are 
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utilizing the best possible capability, and you are going to get a more 
intelligent bid, and you are going to get a more intelligent effort be- 
hind this. And also, with cognizance being paid to the reliability 
here, with recognition of costs of such action—this is something that 
is hampering seriously, I believe, the small businesses. 

Mr. Moore. I am a little bit surprised. Of course, I recognize the 
position of your company, of being neither small nor large. 1 am a 
little surprised at the rationale you follow in limiting this to what— 
you used the term “qualified manufacturers.” Do you read from the 
examples that have been given us today that a price range from $8 
to $288 in any way indicates the ability of a company to produce, or 
to undertake the work ? 

Mr. Perersen. Well, I don’t quite follow your question, sir. But 
if I may interpret what I think you are asking, is it, do 1 think that 
the man that bids $8 or the man that bids $288, without knowing the 
particular project in mind—I would say that somebody either does 
not know the parameter of this specification that is bid upon, or he 
has missed the concept entirely. 

Mr. Moore. Now, you are getting close. But I believe I got a mes- 
sage from you in your statement that this company which had bid 
$208 should be eliminated. 

Mr. Perersen. Not necessarily. 

Mr. Moore. The reason I asked that question is because it seems to 
me that your organization has studied this question of bidding, and 
has attempted to gather as much information, so that you can bid 
intallianstly. There are a lot of small businesses that have yet to 
develop the technique of intelligent bidding, but could still produce 
a particular item as well as any ohe of those that have been fortunate 
enough to arrive at the proper formula of bidding. 

Mr. Perersen. That is absolutely correct, sir. I cannot take argu- 
ment with that. 

Mr. Moore. I think—although I don’t use it as a specific example— 
that this company that made the $288 bid may have the know-how. 
They may have the production facilities, but they do not know how 
to bid on these projects. 

Mr. Perersen. That is correct. And this is one reason that I say 
that the primary frame contractors in this area have done a superb 
job, the Douglases and so on that have really created the backbone of 
this industry out here in the first instance. The industry depends 
on this small business. 

But, on the other hand, it must be made alive and aware, and it must 
be shown the mechanics of how to do. And you are absolutely correct, 
sir. 

Mr. Moore. Would it be fair to say that some of the problems we 
are listening to here today are brought about, not by the highhanded 
tactics of the prime contractor, or the military, but that some of these 
small firms have suffered as a result of their not studying bid require- 
ments and not knowing how to bid intelligently. Would that be a 
fair assumption ? 

Mr. Perersen. Yes. However, I do not want to generalize too 
much on this, because, coupled with this, the huge procurement agencies 
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within the Military Establishment and the rules and regulations 
sometimes become so stereotyped that they do not afford selec tivity to 
bring out those not qualified to bid on this type of thing. And the 
procurement organizations of our prime contractors, as 1 say, are 
quite well trained. And you are going to have isolated cases of abort- 
ing of — business practice from time to time. 

Bui I still feel that we have missed the great opportunity here, 
because there is still a service to be gained from the small businesses. 

I know that our growth, which I have recited to you, would not have 
been possible without their assistance, nor would it have been possible 
without the military and the large prime contractor. 

I hope that I have answered your question. 

Mr. Roosevert. Mr. Petersen, in line with Mr. Moore’s question, is 
there a possibility that a greater effort should be put out by the Govern- 
ment to give assistance to small business in preparing their bids, in 
knowing what is required, in becoming ready to do the job? Because, 
obv iously, a previous witness pointed out that it is more expensive 
relatively to a smaller firm to maintain the sources of information than 
it is for the larger concern. And, therefore, the larger concern might 
very well be in a position to more easily and more correctly and per- 
haps more efficiently make the bid, due to its size and the facilities it 
would have which the smaller person would not have, without the 
assistance of the Federal Government, either through a liaison officer 
or the Small Business Administration, or some agency of that kind. 
Do you feel there i is a need for expansion of that ? 

Mr. Prerersen. I do. Because there are a great deal of wealth and 
costs that could be saved by beaming this into isolated areas. 

Mr. Sreep. You feel, then, that this increased liaison would be an- 
other step in the direction of eliminating your complaint against too 
much secrecy or lack of knowledge of the whole program involved? 

Mr. Perersen. Well, I do not think that would necessarily elimi- 
nate it, sir, in that most of the industry—we are now in the threshhold 
of the space age, and we are into problems of which these components 
and subsystems go into a vehicle of a highly classified nature. I do 
not maintain that everyone has to have a need to know as to the per- 
formance and the absolute characteristics of the vehicle. But people 
like ourselves in the security classification, we cannot pass on, even on 
the end subsystem, all of the information that would be necessary for 
this man to design a better component and do a better job, nor can we 
pass to him the necessary test equipment and so on and so forth to 
get a more reliable product from him. And he surely cannot afford to 
buy this equipment for any singular job. He can, if he is going to plan 
his program on a long basis, and make this capital investment, But 
he needs help on this. : 

Mr. Streep. Do you have any further comments you would like to 
make, Mr. Petersen ? 

Mr. Perersen. No, sir. 

Mr. Sreep. The committee would like to have your full statement 
for the record. 

Mr. Petersen. Fine. 

Mr. Srerp. We want to express our thanks to you, Mr. Petersen, for 
your cooperation in coming here today. 

Mr. Perersen. You are welcome. 
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(The statement referred to follows:) 


PREPARED STATEMENT OF H. J. PETERSEN, EXECUTIVE VICE PRESIDENT, 
Topp INpDustTRIES, INc. 


Mr. Chairman, we appreciate this opportunity to be of service to you and our 
industry. 

Knowing the budgetary limitations imposed on you, I believe it is significant 
that you have chosen Los Angeles as the site for the first of your committee 
hearings. Certainly, the contribution made by western firms to the defense effort 
is considerable. As you know, the 11 Western States have almost 17 percent of 
the elecironic firms in the Nation and do almost 25 percent of the total United 
States sales. 

Our employment records here in Los Angeles continue to set new highs * * * 
Los Angeles topped all other major metropolitan areas in the Nation in manu- 
facturing employment increase during the 3-year period, 1054-57, according to a 
recent Los Angeles Chamber of Commerce report. 

In the past 10 years more than 4C0,0CO workers have been added to manufactur- 
ing payrolls out here. 

The importance of the aircraft industry in our western economy is well known. 
The segment of this industry concerned with electronics today employs some 
100,00) workers or a significant 25 percent of all those people added to our 
work force in this area. 

Most of these people work for small business * * * and herein lies the im- 
portance of these stutistics. Last fall when a considerable slowdown iu military 
procureme.t aud progress payments was made the order of the day i. Washing- 
ton, we felt it here in the West. Many firms have not yet recovered. Industry 
reports indicate that some individual companies suffered as much as a 75-percent 
cut in sales. 

We know in our own company what this means to our many friends and sup- 
pliers. Our president, Mr. B. F. Gira, was general purchasing agent for 
Dougias Aircraft for almost 15 years. I held the same position at North Ameri- 
ean Aviation for a like period of time. We know both sides of this picture 
of doing business with small business and being a part of small business 
ourselves. 

Topp Industries was started by me in 1951 with a capital of less than $50,000 
ani 8 people. Incidently, all of these original 8 people are still with us and 
our combined efforts have succeeded in creating jobs for over 700 people in our 
several divisions. 

Livery business that succeeds must fill some real need in the market place. 
When we started Topp Industries, we saw the need for organizing engineering 
talent to develop products required in the defense effort. We recognized at the 
start that to best serve the interests of our country we would require the staff 
and facilities to manufacture the products our engineers developed. 

Our sales volume has increased since those early days from a modest $250,000 
to over $10 million a year. In the East, our heli-coil division manufactures 
precision-made inserts for protecting threaded holes in aircraft and automotive 
engines. Here in the West at Topp Industries, we have three divisions making a 
variety of products for both Government and industry. 

Our communications division now enjoys an annual sales volume of $4 mil- 
lion in the design, development, and production of various electronic communica- 
tion, navigation and flight control equipment for ground, marine and airborne 
applications. 

Our avionics division with $5 million in sales continues to supply instrumen- 
tation and electro-mechanical equipment for both manned aircraft and guided 
missile applications. We pioneered the design and production of the angle of 
attack transducer sensor, the pilot indicator, the air data computor and similar 
products which are all still the backbone of our business. 

In 1957, we started our industrial controls division to meet the growing need 
for equipment of this nature in industry. A considerable investment in capital 
equipment an1l manpower was necessary to get underway and our sales continue 
limited up to the present time. 

In all of our efforts, as I said before, we have focused on the present and 
future needs of our customers. This has required considerable effort because 
information, particularly that concerning Defense Department requirements, is 
difficult to obtain. However. our singular ability to deliver products at a reason- 








60 THE AIRCRAFT INDUSTRY 


able price, in required quantities at the time needed has been the basis of our 
growth. 

We are proud of our roster of customers * * * Douglas, Bendix Aviation, 
Boeing, Civil Aeronautics Administration, Lockheed, Motorola, North American 
Aviation, Northrop, RCA, and of course, the Army, Navy, and Air Force, are 
purchasing and using Topp Industries ‘products. 

I speak of our history and accomplishments, gentlemen, because I believe we 
are an excellent example of what can happen when the right ingredients of 
manpower, money, and circumstances combine to create and nuture a successful 
business. 

Our relationship with the Defense Department procurement agencies has been 
cordial and fruitful. Our contacts with our customers, who are prime con- 
tractors for the Defense Department, continue to strengthen our competitive 
position. We anticipate continued growth because we fill an important and 
necessary niche in this industry. 

The relationship between small business and large business is one that has 
seen the spotlight of congressional probing in the past. Much good has come 
out of this type of thing and we sincerely hope that your committee will make 
recommendations to the Congress that will help small business increase its effi- 
cience and contribution to the American defense effort. 

In defense work, the difficulties of the prime manufacturer in dealing di- 
rectly with the small operator are many and varied. We believe medium-sized 
operations like ourselves offer much to both large and small business. We 
Serve as a bridge between them. Our position is such that we can afford to 
subcontract small orders to a number of different little firms. We are in the 
unique position of being able to serve the prime contractor best through mobiliz- 
ing the subcontractors to handle portions of a given job. The prime contractor 
makes complete systems—we make subsystems—the smaller firms supply 
us with intricate, but essential portions of these subsystems. 

There are two specific points that I want to make today: 

(1) The relationship between the small, medium-sized, and large con- 
tractor needs to be more clearly defined and the specific problems and 
services rendered by each needs to be better understood in Washington. 

(2) The functional efficiency of small business can be tremendously im- 
proved through needed governmental reform. 

Since you are primarily interested in what our problems are and how you 
can help us, let me enumerate some of these problems and make some recom- 
mendations as to how Government action can help alleviate them. 


THE HIGH COST OF RELIABILITY AND ITS EFFECT ON SMALL COMPANIES 


Supersonic aircraft and missiles have completely changed the meaning of the 
world “reliability.” 

Reliability used to be an advertising slogan. It was applied quite sincerely 
to any mechanism into which we had put our best work. Modern technological 
devices, flying at supersonic speeds, have changed this most emphatically. 

Reliability has now become quantitative reliability. That is, it has become 
a prediction on the probability of good performance in certain specified condi- 
tions. 

For example: The Government might demand of a missile that it should 
have a quantitative reliability of 99.5 percent. This would mean that the Gov- 
ernment would expect 995 out of 1,000 to make a successful mission. That is, to 
reach and destroy the target instead of falling back on the launching site. 
(Think of the recent Vanguards. ) 

With quantitative reliability of 99.5 percent on the missile, reliabilities far in 
excess of 99.5 percent would be required of the component parts. It is an im- 
portant thing to remember that the reliabilities of the component parts multiplied 
together make the end reliability. As an example: If one had a product with 
three components and if each component had a quantitative reliability of 90 per- 
cent then the reliability of the end product would be 0.9X0.9X0.9. That is, the 
reliability of the end product would be 0.73 or 73 percent. 

You can see what would happen if you had 20 components, each having a 
reliability of 90 percent. By the time 0.9 had been multiplied by itself 20 times 
the reliability of the end product would be very small indeed. 

When the Government demands 99.5 percent quantitative reliability on the 
missile, this is going to mean that the reliability of major components will have 
to be in the order of 99.99 percent. That is, major components, as for example, 
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the air data computer system will have to have a probability of working cor- 
rectly 9,999 times out of 10,000 tries. 

It must be borne in mind that the reliability can never be 100 percent. The 
concept of imperfectability, which is accepted by the engineers and statisticians 
in the missile business, excludes the possibility of 100 percent reliability. 

The company which has a quantitative reliability requirement of 99.99 per- 
cent on its product will have to undertake extensive studies and tests to make 
sure that its product will meet this requirement. 

The Government will not be content with a mere assurance. It will require 
the producer to exhibit the statistical plan he adopted at the beginning of the 
reliability study and the results of the many tests which have been run, and the 
statistical conclusion he arrived at, to demonstrate that his product has a prob- 
ability of operating successfully 9,999 times out of 10,000 tries. 

This will cost a great deal of money. It will necessitate a staff of reliability 
analysts, of quality control professionals and engineers. It will require nu- 
merous tests on the component parts of the producer’s subsystem (as, for ex- 
ample, the air data computer system). Many of these tests will have to be 
done in extreme enviroumental conditions. It can be assumed that some of 
these tests will indicate weaknesses and such parts will have to be redesigned 
and tested over again. 

At the annual symposium on reliability and quality control, which has been 
held for the last 4 years in January of each year in Washington, these costs have 
received a lot of attention. 

It has been estimated that the cost of the reliability studies and the probable 
redesign which may be indicated, may cost anywhere from 1 to 10 times the cost 
of the hardware. 

While the estimate of 10 times the cost of the hardware is only an estimate 
and will not apply in every case, it is an indication of the way men are thinking 
who have to battle with this problem. 

Since contracts are traditionally written around the hardware and everything 
else tends to be considered overhead, it is going to be difficult for relatively small 
companies to make the necessary reliability studies unless the relatively high 
cost of the reliability studies is recognized in the contract. 

A solution would be that the reliability studies and the hardware should be 
entirely separate parts of the one contract. 

Since the reliability studies are, by their nature, in the general classification 
of research, business has to be allowed to make a reasonable profit from re- 
search as such, and not only from the hardware which research designs. 


GOVERNMENT FACILITIES MADE AVAILABLE TO SMALL INDUSTRIES 


One of the major obstacles facing small industries is the seemingly, or ap- 
parent, preference enjoyed by large industries in the utilization of Government 
facilities in the form of plant or test equipment, factory areas, and land. 

While it is realized that this preference is most certainly not intentional, or 
possibly not even realized by the respective procuring agencies, it is, neverthe- 
less, an actuality. This situation is caused, in the main, by the different types 
or scopes of efforts that both small and large industries are called upon to per- 
form. The larger companies, and industrial giants, are usually selected to per- 
form the services running into the tens of hundreds of millions of dollars. It 
is recognized by small industry that this is a financial necessity and probably 
rightly so. However, in a large number of these cases, the use or the rental of 
Government-owned facilities is a prerequisite of the contract or award. 

Limited primarily by our financial strength, the types of services more avail- 
able to small industry is of less magnitude, such as advertised bids, etc. In 
the great majority of cases these bids are predicated upon a fixed price and make 
no provision for the use or rental of Government-owned facilities. 

Consequently, for a small company to even hold its present position requires 
a higher percentage of utilization of its own funds to provide these services than 
it does for a large industry using Government facilities. The problem becomes 
more complex if the small company is aggressive and industrious and wishes 
to expand and grow. Whereas a large industry, using Government-owned facili- 
ties, must mainly concern themselves with working capital and maintenance, let- 
ting their profits pyramid into a larger working capital, the small company 
must, out of necessity, use these same funds for the acquisition of necessary 
equipment and areas. Hence, the percentage of growth of a small company 
versus a large industry is appreciably smaller. 
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ADVERTISED VERSUS NEGOTIATED BIDS 


Procurement by formal advertising may be described as the awarding of 
contracts on the basis of competitive bidding in accordance with Statutory 
requirements and procedures described by competent authority. The scope 
of formal advertising provides that purchase of and contracts for property or 
Services Shall be made by formal advertising unless the purchase is within the 
scope of certain specific exceptions justifying negotiation. However, the dollar 
amount of negotiated procurement far exceeds that of advertised procurement. 

The conditions which must exist for formal advertising include the following: 

(1) The item being procured must be standard and easily made or supplied 
by industry. It must not be too complex in engineering or in manufacturing 
processes, and there must be little or no need for Government-furnished equip- 
ment. Finally, when considering the characteristics of the item being pur- 
chased, a general qualification is that it must not require an excessive produc- 
tion lead time. 

The time must be described by full and complete specifications to provide for 
full and free competition. 

There must be an adequate number of suppliers who want the business to 
assure that competition exists in reality rather than in theory. This assures 
that the Government will not waste time by sending out bids when there are 
few suppliers willing and able to supply the item. 

There must be time for the delays due to the advertising period. It is readily 
apparent that if an item must be secured within a matter of days, the process 
of formal advertising is slow. 

In an effort to examine the relative advantages and disadvantages of formal 
advertising the following is submitted. 

The advantages: Formal advertising allows an opportunity for all suppliers, 
regardless of size, to be considered for awards of Government business. The 
items subjected to formal advertising are usually standard or off-the-shelf items, 
or can be easily manufactured by small business under competitive conditions. 

Formal advertising eliminates, to a large extent, accusations of favoritism, 
politics, or collusion in the award of Government business. By its very nature, 
formal advertising results in the award of a bid to the lowest bidder. 

Procurement by formal] advertising usually stimulates competition and enables 
the Government to secure the best possible prices. 

Formal advertising is especially efficient in the purchase of standard items 
such as staple clothing, general supplies, and commonly used items. 

Since all contracts which result from formal advertising are fixed price in 
nature, a minimum of administration is required to supervise them through the 
delivery period. 

The disadvantages may be listed as follows: The system is not flexible and 
requires a strict adherence to rules and regulations. In case of doubt it is 
usually the Government’s policy to assume that a bidder is qualified. Although 
a contracting officer may be orally certain that a potential contractor is not 
qualified, unless he can prove or produce substantial evidence to back up his 
conclusion, he must give the award to the low bidder. 

Procurement by formal advertising is time consuming and requires extensive 
administrative details before consummating the award. The administrative 
details of preparing the IFR, receiving, opening, recording, and evaluating bids 
is a time-consuming operation requiring meticulous attention to all of the details. 

Detailed procedures make formal advertising relatively expensive to ad- 
minister before award and impractical for use in small procurements. 

Formal advertising is ineffective for purchasing when specifications are not 
definite and explicit in the case of research and development items. This is a 
recognized shortcoming of formal advertising and, in fact, is an exception or 
circumstance under which negotiation is permitted under title 10, United States 
Code. - 

Formal advertising is not a satisfactory method when economic or other 
conditions cause a lack of competitive interest. When a seller’s market exists or 
when contractors are able to secure a full margin of profit in their normal 
markets. it is often difficult (if not impossible) to entice prospective bidders 
to accept Government contracts. In fact, there is often a necessity to appeal to 
such emotions as patriotism to secure such Government contractors. Many 
might feel that it is a disadvantage to accept a Government contract because 
Government production might allow competitors to assume a dominant position 
in the normal market. 
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MANPOWER MOBILIZATION BY SMALL INDUSTRY 


While the enormous potential of the available manpower, representing fac- 
tory or assembly labor in small industry, is undoubtedly recognized, there is 
an area which probably is not realized. I have reference to the availability 
of the highly trained, highly skilled, and well-qualified engineering talent present 
within the framework of a small industry. 

Large industry, naturally contains well-qualified engineers within its confines, 
but with this difference: While a large company usually engages in a large 
and diversified field of endeavor, the small company usually is a specialist in 
a chosen field. In consequence, the large company has engineering talent covering 
a wide range of capabilities. This talent may or may not be specialists in their 
field. 

In the smaller company, usually being specialists in a given field, the engineer- 
ing talents employed are also specialists in this given field. By economic neces- 
sity, if for no other reason, it must be presumed that the engineering talents em- 
ployed by small companies are, as a whole, of fine caliber and abilities. 

It is becoming apparent that undertakings of Government and prime con- 
tractor procuring agencies are turning more and more to the services of the 
larger companies. This is caused, in part, by the trend to subcontract larger 
and larger responsibilities. In following this trend, however, these same agencies 
are possibly precluding the utilization of talents must suitable for the service 
talents that are available in small industry. 

Can the Government or prime contractors afford to overlook or ignore this pool 
of talent? I don’t believe they can. While it is realized that there are, and will 
continue to be, cases where larger companies are the logical sources for various 
services, there must be cases where the requirements could be broken down into 
smaller increments, thus affording the procuring agency a broader segment 
of industry in which to select the most logical supplier. 

It is felt that the opinions stated herein are emphasized by the shortage of 
qualified engineers that has, and is and will be evident for years to come. By 
the utilization of the talents of small industry this shortage can be greatly re- 
duced. 

FINANCIAL PROBLEMS—SMALL DEFENSE CONTRACTORS 


The small company which specializes in defense contracts or subcontracts is 
currently experiencing many and varied types of financial problems. These have 
been magnified during the last year by the overall cutback and stretch-out policies 
of the Department of Defense, althought there are currently evidences to indicate 
that this situation is slowly improving. 

It is the aim of the aggressive small defense contractor not only to make a 
reasonable profit, but to expand. However, the difficulties of even remaining 
in the profitable side of business are so considerable that, generally speaking, 
the goal of expansion is extremely difficult to achieve. 

One of the many problems in financing a small business of this type is to obtain 
funds to perform a specific contract or subcontract which may run over a consider- 
able period of time and require a substantial investment. In some cases, this 
can be done by requesting progress payments from the prime contractor or di- 
rectly from the Government. It is true that these are of great assistance, but 
in dealing with the Government, it is sometimes found that the primary purpose 
of progress payments—that is, current or rapid cash advances—is sometimes 
not achieved due to the delays resulting from redtape. It may be that this varies 
among various departments of the military and does not apply to all of them. 

Where progress payments are not obtainable, bank loans or factoring services 
may be required. Banks are traditionally conservative and require more than 
adequate security, such as the assignment of accounts receivable by the small 
contractor or, in some cases, even requiring a lien on inventories. Due to the 
increased use of the accounts receivable assignment, the former stigma which 
seemed to attach to this type of financing has somewhat disappeared, since it is 
obvious that this is a common method of obtaining funds and a normal way 
of doing business by small companies in the defense industry. In comparison 
with the interest rates charged by banks, those charged by factors are very high, 
and it is difficult to absorb this additional cost in the normal profit margin. 

In the area of defense subcontracting, most of the small businesses are too 
easily dominated or dictated to by the extremely large defense contractors. This 
is not to say that there is any abuse, but the necessity for maintaining good 
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relations between a very large company and a small company is generally rather 
one sided. For this reason, financial relations between the very large company 
and a small one may be affected. For example, materials may be delivered in 
good faith by the small concern and rejected for minor discrepancies or faults 
by the customer. It is quite common to return delivered merchandise to the 
small contractor for such minor adjustments, at which time the entire selling 
price of the item is deducted from the current account payable. Because of the 
routine required to process paperwork in the large company, such an action often 
results in a considerable delay in collection of a substantial sum by the small 
subcontractor, which delay was caused by the necessity for very minor adjust- 
ments, possibly taking a few minutes time or a very small amount of material. 
In other words, the entire burden is on the small company, and he does not 
receive his money until the smallest adjustment has been made. 

Recently, there has been an increase in the placing of cost-plus-fixed-fee con- 
tracts and contracts with price redetermination clauses, as opposed to fixed price 
contracts. In some cases, depending upon the type of work to be done, this type 
of contract can be beneficial to a small company in that he may have a certain 
amount of assurance that he can realize at least a small profit. Under redeter- 
minable contracts, however, where there is a ceiling price, the small concern 
may be severely penalized. One reason for this is that the large contractor will 
audit the cost records of the subcontractor under Government regulations. Un- 
der these terms, many normal expenses are disallowed, principally interest and 
various selling and administrative costs. Having been disallowed under the 
redeterminable contract, these costs must necessarily be reflected against profits 
made on other contracts in process at the saine time, in which the prices most 
likely will be fixed. It would appear that the application of Government audit 
reculations, in many cases, is quite unfair to the small manufacturer and that 
certain allowances should be made for unavoidable business expense without 
which that small manufacturer could not operate. 

As stated ahove, the small concern not only has problems of making a reason- 
able profit, but in the case of the more progressive concerns, there is a constant 
desire and ambition to grow by means of acquisition or merger within its own 
field or even into other areas of interest. Certainly, this goal is a commendable 
one, but the financial obstacles are formidable. The profits derived from normal 
operations are often not adequate to finance such expansion, and additional 
means of obtaining capital must therefore be sought. Obviously, there are many 
methods of doing this, such as the issuance of additional stock, bonds or dehen- 
tures, long-term loans from financial institutions, etc. Heavy outside financing 
such as mentioned, however, imposes a fixed burden of interest on the small 
company which must be absorbed in future operations and can prove to be a 
heavy burden. Certainly not the least of the problems facing the small defense 
contractor is that of renegotiation, which limits profits to a “reasonable” amount. 
It would seem that the original purpose of renegotiation, which was to limit the 
profits of those businesses engaged in defense work, has been accomplished by 
rising costs and other factors beyond the control of the defense contractor or 
subcontractor. In some cases, small concerns may occasionally experience a 
very good year, during which profits are higher than those which are normally 
renlized. However, the distinct possibility of renegotiation hased upon these 
profits must be faced. which can overcome the sense of satisfaction in having 
effected production efficiencies, good selling techniques, and cost reductions which 
allowed the management to realize an excellent profit. 

The above comments are by no means intended to indicate that the financial 
plight of the small defense contractor is honeless. However, they are intended 
to show that money is certainly one of the most potent factors affecting the life 
of such small businesses. It seems inequitable that the ingenuity which can 
create tremendous engineering and production advances must often be stifled 
by the lack of finances without which such advances cannot be fully effective. 


SECURITY RESTRICTIONS AND MARKETING INTELLIGENCE 


Before Congress passes a law, they investigate. Before you gentlemen make 
recommendations, you determine the status and nature of the problem. We 
believe that any good businessman should do and wants to do the same thing. 

A precantionary measure advertised from the blackboards of our schools to 
the hillboards on our highways, advises Americans to “Investigate Before You 
Invest.” 

A good slogan and one all of us should follow. 
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But, gentlemen, the mortality rate among defense contractors is fantastic 
and the reason in many cases, is lack of information. 

Information about military procurement and needs comes high—too high for 
most firms. Only the biggest organizations can afford the kind of marketing 
intelligence studies required before management can make competent decisions 
affecting the future course of action of their company. 

Let me give you some specific examples. One company in the Midwest 
wanted to know what the market for military requirements on connectors would 
be over the next few years. They had to pay a comeptent marketing research 
agency $15,000 to get the answer. Another firm here in Los Angeles whose busi- 
ness is 75 percent or more in military production is spending $68,000 this year 
alone to obtain information regarding the market for their products. 

Now, we recognized that the Government is trying to desseminate information 
to interested parties, but the system is not working in a statisfactory manner. 
Problems of security, complexity of production, rapidity of developments in de- 
sign, all combine to defeat our mutual efforts to secure and give accurate infor- 
mation. 

Your own agencies in Washington have difficulty in keeping up with vitally 
needed information regarding sources and potential and production of various 
components. And this does not take into account the need for information about 
personnel capabilities. 

We believe the problem lies with our outmoded security regulations and that 
a complete rehauling of this complicated set of restrictions is in order. If we 
want to find out how many television sets are manufactured, where they are 
sold, and their dollar value, we can get the information by city, State, and month, 
But when we need vital information regarding how we can best utilize our 
production facilities and engineering talents to help defend our country, we often 
run into a blank wall. 

The establishment by the Air Research and Development Command of a group 
of local small business offices to assist and stimulate small business participation 
in the research and development activities of the United States Air Force is a 
good thing. But the west coast office has only 2 employees to service almost 
700 small electronics firms plus the companies in other phases of the defense 
industry. 

Our national security is based on the superiority of our defense weapons and 
our weapons superiority is, in a large measure, determined by a free flow of 
knowledge between Government and industry. 

While the major companies in the country with Washington offices, internal 
marketing research departments, and hired marketing intelligence experts still 
have problems obtaining information, the small-business man oftentimes has to 
eperate through intuition. If we are to harness this potent manpower, we must 
tell them what our problems are and how they can help us. 

Most small businesses cannot even afford to speculate on such activities. But, 
if you give them a specific problem, they can work on it and in many cases come 
back with appropriate solutions. 


CONCLUSION 


It is difficult for the little-business man to obtain information. 

The complexity and scope of the weapons systems required for defense de- 
mand the attention of every company that can contribute to the solution of the 
problems involved. 

The major systems development programs initiated and generated within the 
Air Force should make greater utilization of the talents and facilities of small 
business. This can be expanded through better coordination and solution of 
the problems previously outlined and more efficient dissemination of informa- 
tion regarding such requirements. 

A new appraisal of the place of medium-sized business in the defense indus- 
try is needed. The medium-size business contributes by serving as a bridge be- 
tween the major contractor and the small firms. Our type of business makes 
possible greater utilization of smaller firms. We help finance them. We guide 
them in the definition and solution of problems. We supply them with data and 
technical help. 

But, the medium size business also needs help. We are in a more vulnerable 
position than either the large contractor or the small-business man. We do not 
receive direct Government financing or use of facilities. Our capital comes 
through plowing back our profits and throught public equity financing. 








66 THE AIRCRAFT INDUSTRY 


Like all small business, we have room for the small order as well as the big 
one. Naturally, we look forward to the day when we can deliver complete 
systems for the defense effort, but we are also interested in maintaining our 
singular status as medium size business. 

We are the first to recognize the important role that small business will con- 
tinue to play in our develupment of new and better weapons and production 
techniques. 

We have tried in this statement to give some of the salient problems that be- 
set the management of these firms—and we consider ourselves very close to the 
picture. 

Let me recap briefly what we are trying to reommend to the committee: 

Small business has a limited knowledge of the broad picture of defense spend- 
ing and defense requirements. Big business has a limited knowledge of the 
capabilities and potential contribution that can be made by these small firms. 
We recommend that a survey be made of these small firms and, following a com- 
prehensive analysis of their facilities, this information be disseminated to 
major contractors. In other words, gentlemen, help the little man to sell his 
services where they are needed. He cannot afford to go out and do a good job 
of selling himself. 

Secondly, we recommend that a more equitable arrangement be made for 
financing the work of these sinall, but worthy, organizations. They lack work- 
ing capital. Loans from the Small Business Administration take too long for 
immediate pressing needs in many cases. They cannot wait. They need prompt 
payment on their work. 

Third, we believe that national security is best served by eliminating some 
of the unwieldly restrictions on information needed to help the engineering and 
production management plan their work more intelligently. They have the 
ideas and the ability. They need marketing intelligence to guide their efforts. 
Our own company will continue to assist these firms in obtaining security clear- 
ance, financial aid, and technical guidance. 

Fourth, more attention must be paid to the problem of quality control and 
reliability studies. In many instances, this can cost more than the product and 
testing of prototypes is absolutely esseutial prior to production. 

Here too, the problem of the little-business man is his inadequate means for 
testing his product. We recommend that Government-sponsored testing facili- 
ties be made available for use by small business. 

We sincerely believe that our ability to match and defeat our Soviet com- 
petitors for technological superiority is inherent in our proper use of the hun- 
dreds of small firms in the defense industry. 

Given the money for research and development, the proper testing facilities, 
the information about the problems that need solving and guidance, Russia 
wouldn't have a chance. 

We at Topp Industries feel we have a duty to our community and our business 
associates to develop small business. We shall continue to serve the defense 
effort as a bridge between the major prime contractor and the small-business 
man. We welcome the opportunity to appear before this committee and hope 
we have given some insight into the problems as we see them from our peculiar 
vantage point. 

Thank you. 


Mr. Strep. Are the representatives of Lockheed present ? 
Mr. Gross, if you will identify yourself and your associates, please. 


TESTIMONY OF ROBERT E. GROSS, CHAIRMAN OF THE BOARD AND 
CHIEF EXECUTIVE OFFICER, LOCKHEED AIRCRAFT CORP., AC- 
COMPANIED BY DUDLEY E. BROWNE, VICE PRESIDENT, FINANCE, 
AND CONTROLLER, AND JOHN A. WHITE, DIRECTOR OF MA- 
TERIAL, CALIFORNIA DIVISION, AND SMALL-BUSINESS EXECU- 
TIVE, LOCKHEED AIRCRAFT CORP. 


Mr. Gross. I am Robert Gross, chairman and chief executive officer, 
Lockheed Aircraft Corp. 
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Mr, Chairman and members of the subcommittee; I would like to 
thank you for the invitation to appear before your committee, and we 
commend you for your desire to assist the small-business men of this 
country. 

Without knowing exactly what course your hearings will take here, 
I have asked two of my associates to come with me today to fill in 
additional information. They are Dudley E. Browne, vice president 
finance and controller of our corporation, and John A. White, director 
of material for our California division, and our company’s small-busi- 
ness executive. I hope that among us we can provide answers to all 
of your questions. 

I think all of us recognize that small-business men have been having 
problems. Perhaps they have always had this same type of problems. 
I can recall some back in the early years of our own company, back 
in the middle of the great depression, when we were a tiny but optimis- 
tic group struggling to keep going day to day and lay the groundwork 
for future survival and growth. We were very much a small busi- 
ness in those days, fighting the gloom and tightness of credit and 
other obstacles of the early 1930’s. 

We recognize also that some small-business men in aircraft, mis- 
siles, and electronics today may be facing problems somewhat more 
acute than those normally experienced in this cyclical and fast-change 
industry. Some of these problems have arisen in the revolution in 
power, aerodynamics, and guidance technology. Others result from 
equally abrupt changes in military procurement policies and practices 
during the past year orso. Still others result from rising competition 
for military contracts. 

Nearly all companies in our industry, both large and small, for 
example, began last year with a satisfactory volume of business and 
future prospects of relative stability in military work. These pros- 
pects collapsed in the midst of sharp limitations on Government pay- 
ments, other changes in Government financing practices, cutbacks in 
military aircraft orders, a shift in emphasis from airplanes to missiles, 
and the Russian sputniks. Lockheed had some $120 million worth of 
Air Force and Navy airplane contracts terminated while at the same 
time our missile orders were accelerated. 

There was a sharp drop in employment at nearly all companies, 
again both large and small. Lockheed’s California and Georgia divi- 
sions, the 2 divisions that have carried on all our airplane manufactur- 
ing programs, lost 17,000 employees within the past year. One out 
of every three California division employees who were with us a year 
ago has been laid off. Two out of three employees at Lockheed 
Aircraft Service in Ontario, Calif., lost their jobs. While we in- 
creased the work force at our missile systems division, this gain was 
by no means large enough to offset these large losses. 

“It is obvious that such changes affecting prime contractors have 
brought about comparable changes among hundreds of the subcon- 
tractors and suppliers upon whom we rely. Each contract cancella- 
tion or cutback we received resulted in terminations or reductions of 
orders among these companies. Each follow-on contract we failed to 
get meant a similar lack of orders among our suppliers. And be- 
cause of the long lead time involved in many of the things we buy, the 
effects on subcontractors and suppliers frequently were more sudden 
and serious than upon the major companies. 
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Lockheed’s subcontracting policies date back almost to the time 
when our organization passed over the line from what is now defined 
as a small business into ranks of those that have been able to grow 
large. Back in 1938, when as a company of some 2,500 employees we 
received our first big wartime contract to build Hudson bombers for 
the British, we called upon a tiny organization in San Diego to package 
the Wright engines for us. That company is now Rohr Aircraft, with 
some 7,000 employees and 2 branch plants. 

All through the war, postwar conversion period, Korean war, and 
since, we have adhered to the same basic policies of subcontracting 
and reliance upon outside suppliers and small-business firms. True, 
the volume of such outside work has fluctuated. Many of our orig- 
inally small suppliers have graduated into the ranks of large business, 
frequently as the result of the growth we helped stimulate. 

But the percentages of our subcontracting and use of small business 
have not changed greatly over the years. For the past 5 years, we 
have consistently subcontracted some 40 percent of the manufacturing 
effort in our jet fighters, trainers, naval patrol planes, and C—130 prop- 
jet cargo and troop carrier. 

Throughout the period of transition and uncertainties of the past 
year or so, we have not altered any of our policies or practices in regard 
to subcontracting and small business. While the total volume of such 
outside commitments has dropped at our California and Georgia 
divisions, the proportion of our work subcontracted, as well as the 
percentage of our purchases among small business, has not changed. 

Let me offer a few statistics to show what I mean. 

Before coming to this hearing today, we reviewed eight typical 
military aircraft-production contracts in the California division. 
Total cost of producing and assembling the airframes under these 
contracts was $514 million. 

Of this total, 71 percent, or $365 million, went to outside subcon- 
tractors and suppliers for materials, parts, and services only 29 per- 
cent, or $149 million, remained with Lockheed for payment of labor 
charges. Roughly, the same proportion applied to our Georgia divi- 
sion work on a typical C-130 contract, in which 63 percent went to 
outside firms and agencies and 87 percent remained with Lockheed. 

Purchasing commitments for our California and Georgia divisions 
combined during the first 4 months of 1958 were just about half the 
monthly rate of the year 1957—$22.6 million a month in 1958 com- 
pared with $41.3 million a month in 1957. Yet the proportion of work 
handled for us by major subcontractors remained about the same as 
in 1957 on our long-run military models—42 percent on the T-33 
trainer and 40 percent on the P2V patrol plane, as examples. 

In the Georgia division, the percentage of our purchasing commit- 
ments going to small firms employing fewer than 500 men and women 
increased from 33 percent in 1957 to 37 percent in 1958. And in the 
California division the small-business percentage of our purchasing 
commitments improved from 33 to 35 percent. 

In each division we deal with far more small companies than with 
large. Eighty-five percent of all California division suppliers are 
small-business firms with fewer than 500 employees. In Georgia, the 
proportion is 79 percent small. 

We have placed in effect the same policies covering subcontracting 
and use of small suppliers for the newest of our divisions, the Lock- 
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heed missile-systems division. This division has grown rapidly in 
the past 414 years to more than 10,000 employees. It operates plants, 
laboratori ies, and test bases at Sunnyvale, Palo Alto, Van Nuys, Santa 
Cruz, and Lompoc in California, at Alamogordo in New Mexico and 
at Cape Canaveral in Florida. 

Purchasing commitments for the missile-systems division during 
the first 4 months of 1958 totaled $55.8 million, 414 times the monthly 

rate of 1957. And 36 percent of the dollar commitments are going 
to small business. Eighty percent of our missile-division suppliers 
have less than 500 employees each. 

I think it is significant that we have maintained roughly the same 
proportion of small-business commitments at the missile division as 
at other divisions, even though its entire activity at present is in re- 
search and development, and - up to this time we have had no produc- 
tion contracts. For the first 5 months this year, a little over half of 
our missile-division sales revenues have been for development on the 
Polaris, the fleet ballistic missile we are building for the Navy. 

Because we believe in the soundness of our policies and practices in 
subcontracting and small business, when we launched production of 
the commercial Electra prop-jet transport a couple of years ago, we 
began subcontracting about the same 40 percent of the manufacturing 
effort to outside companies as in our military aircraft programs. In 
addition to manufacturing assembly work, we called upon a group 
of companies to carry out engineering and tooling work. 

We believe this is the first such program in the industry. It goes 
far beyond the Government’s requirements or goals. Let me explain: 
The basic price of our commercial Electra airliner is about $2 mil- 
lion. Of this total, only about 44.7 percent, or $894,000, remains with 
Lockheed to pay employees who have designed, built, and sold the 
airplane; to pay taxes, utility bills, insurance, and miscellaneous 
items; to pay a return to stockholders on their investment; and to pre 
vide for new facilities, research, and product development. 

The larger portion, 55.3 percent, or $1,106,000, we pay directly to 
outside suppliers and subcontractors—some 2,000 firms of all sizes 
located in 38 States that furnish us with 1 or more of the airplane’s 
60,000 parts. About 85 percent of these companies are classffied as 
small-business men. 

We estimate about 33 percent of our total dollar purchase commit- 
ments on the Electra go directly to small suppliers. And if we add 
the effect of purchases i in turn made by our major subcontractors on 
the Electra with small suppliers, we find that better than half of the 
$1,106,000 outside purchases on each airplane goes to small business. 

We believe strongly that most small-business men want nothing more 
than a fair chance to grow bigger. We do not believe that many small- 
business men feel that the way to help their firms is to have the 
Government pull the props out from under larger companies. 

The complexity of the modern aircraft and m‘ssile—the long time 
it takes to build them, the elaborate research and testing, and ex- 
pensive equipment needed—make it necessary for larger, financially 
strong companies to handle prime defense contracts. But none of the 
larger companies could handle these programs if it weren’t for the 
contributions of ingenuity and productivity and efficiency of hun- 
dreds of other American businesses—both small and large. 
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The defense job our Nation has is so urgent, so important that it 
demands the finest possible teamwork among all businesses and all 
individuals. 

Again, I wish to thank you for the opportunity of appearing before 
you today. I have taken the liberty of attaching to my statement a 
breakdown of our small-bus'ness commitments by each of our divisions 
during 1957 and 1958, and certain other material that I believe is self- 
explanatory and may prove helpful. I am also offering a copy of 
the handbook of small-business regulations and practices that each of 
our many buyers uses as ready reference. 

My associates and I stand ready to answer any questions you may 
have. 

(The information referred to follows:) 


LOCKHEED AIRCRAFT Corp. 


Comparison of purchasing commitments, 1957 and 1958, to large and small 
business 


| 


| California division | Georgia division Missile systems |Lockheed Aircraft 





division | service 
i oe Chane, Morir + tae 1 i Ta ALC Poe 
|} Amount Per- | Amount Per- Amount Per- | Amount Per- 
| cent cent cent | | cent 
Commitments, 1957_...._.- $412, 114,922 |______/$83, 980, 133 |______|$35, 980, 133 | _..'$13, 425, 000 Z 
Large business___-__-- 276. 115, 998 67 | 56, 266, 690 67 | 20, 251, 137 57 6, 188, 925 46 
Smill business.........| 135, 997.924 33 | 27, 713, 443 33 | 15, 277, 173 43 | 7, 236,075 54 
Commitments, 1958 
(through April).-.....--- 72, 196, 954 |... 18, 361, 906 ono] SOE RD diccnn) ap QS isecte 
Large business_..___- 46, 928, 020 65 | 11, 568, 001 63 | 35, 954, 646 64 678, 723 | 46 
Small business___---~-- 25, 268, 934 35 6, 793, 905 37 | 19,887,323 | 36 793, 525 54 
Orders placed, 1957._- 196, 838 |_. 76, 718 3, 364 18,685 |...... 
Orders placed, 1958 | 
(through May).--- _ a 49, 215 |_...-- a 
Total number suppliers | 
(May 1958): | 
Large business_._____- 600 15 798 21 500 | 20] 500 25 
Small business_..-_-- 3, 400 85 3, 002 | 79 | 2,000} 80] 1, 500 | 75 


LOCKHEED AIRCRAFT Corp., CALIFORNIA DIVISION 
SUBCONTRACTED ASSEMBLIES 


Beech Aircraft Corp., Wichita, Kans. Manufactures: T-33, T2V-1 wing, F-104 
aft fuselage. 

Cessna Aircraft Co., Witchita, Kans. Manufactures: T-33, T2V-1 aft fuselage 
and empennage. 

Chance Voight Aircraft, Inc., Dallas, Tex. Manufactures: P2V aft fuselage 
and empennage. 

Cleveland Pneumatic Tool Co., Cleveland, Ohio. Manufactures: Landing gear, 
all models. 

Menasco Manufacturing Co., Burbank, Calif. Manufactures: Landing gear, 
all models. 

Monrovia Aviation, Monrovia, Calif. Manufactures: F-194 wing tanks. 

Norris-Thermador Corp., Walnut, Calif. Manufactures: P2V oil and fuel 
tanks. 

Rheem Manufacturing Co., Downey, Calif. Manufactures: F-*04 empennage, 
T-33 nose, seat, scoop, and duct, P2V fiap and waist body. 

Rohr Aircraft Corp., Chula Vista, Calif. Manufactures: Electra nacelles, tail- 
pipes, Electra, 1049, P2V-7 powerplants. 

Solar Aircraft Co., San Diego 12, Calif. Manufactures: P2V-7, 1049 and 1649 
turbine hoods, P2V nacelle. 

Temco Aircraft Corp., Dallas, Tex. Manufactures: Electra aileron, flap, wing- 
tip, and leading edges, P2V outer wing. 
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LOCKHEED AIRCRAFT CorP., CALIFORNIA DIVISION 


LIST I. ITEMS TO BE DESIGNED AND PROCURED FROM OUTSIDE SOURCES AS PURCHASED 
PARTS OB EQUIPMENT 


Air-conditioning units 


Compressors 

Controls 

Fans 

Filters 

Heat exchangers 

Heaters 

Intercoolers 

Refrigeration units (not including 
ducting, mountings and valves) 

Superchargers, cabin 


Armament 

All except as noted in list II 

Electrical and electronic equipment 

Batteries and caps 

Ceramics 

Connector panels and assemblies 

Fairleads 

Fittings, conduit 

Fittings, conduit-775402-1, 776141-1, 
774509-1, 774510-1 (delete on F- 
104A/B) 

Generators 

Instruments 

Insulators 

Lamps and light assemblies, standard 

Links, jumpers and thermocouples 

Plugs and receptacles 

Radios and electronic equipment 

Relays 

Resistors and mountings 

Switches, circuit breakers and rheo- 
stats, except special 

Terminal lugs 

Terminal, standard 

Transformers, except special 

Vibration insulators 

Warning signals 

Flight controls 


Automatie pilots 

Cable, metal clad 

Chain and sprockets, except minor revi- 
sions to bores and driving means 

Control wheels 

Regulators, tension 


Hydraulic and pneumatic equipment 


Accumulators, standard 
Filters 

Fittings, standard plumbing 
Instruments, gages 

Motors, hydraulic 


Hydraulic, etc—Continued 


Pumps, hand and power 
Regulators, pressure 
Valves, standard 


Interiors and furnishings 


Ashtrays, safety belts, and other stand- 
ard interior furnishings 

Berths, except convertible (1049/1649) 

Fire detection and protection equip- 
ment 

Fire equipment, CO, bottles, axes, extin- 
guishers, etc. 

Galleys 

Liferafts and related emergency equip- 
ment 

Passenger seats 

Pilot-type seats 

Pilot seats (delete on T-83 and TV-2) 


Powerplant 

Accessories, fuel pumps, ete. 
Afterburners 

Engines 

IIose assemblies, flexible 

Oil coolers 

Propellers 

Radiators 

Spinners 

Superchargers, including drives 


Tanks 
Nonmetallic, including bullet sealing 


Miscellaneous 

All items that bear accepted standard 
numbers such as AN, AC, NAF, NAS, 
MIL, MS, ete. 

Bushings, oilite 

Chain assemblies 

De-icing boots and de-icing equipment 

Dzus, camloc, and similar fusteners 

Geurboxes 

Gears, bearings, pulleys 

General hardware 

High pressure and high temperature 
ducting (188) 

Landing gear complete (188) 

Locks, latches, ete. 

Motors 

Oxygen units, except lines and installa- 
tion 

Pyrotechnics 

Wheels, brukes, tires 
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LIST II. ITEMS TO BE DESIGNED BY LOCKHEED AND PROCURED FROM OUTSIDE SOURCES 
AS PURCHASED PARTS OR EQUIPMENT 


Armament 

Armor plate (except glass cloth re- 
inforced plastics) 

Controls, special 

Controls 

Control column (188, P2V-7) 

Drives and actuating mechanisms 


Drives and actuating mechanisms, 
booster assemblies (delete from 
1049/1649) 
Gearboxes 


Power control head (188, P2V-7) 


Electrical and electronic equipment 


Antennas, masts, insulators (except 
glass cloth reinforced plastics) 
Masts: 
Sense antenna mast assembly 
(delete from 1049/1649) 
HF antenna mast assembly (delete 
from 1049/1649) 
Radomes (over 3 ft. diam. x 7 ft. long) 
Radomes (F-104A/B) 


Hydraulic and pneumatic equipment 
Actuating cylinders 

Control mechanisms 

Couplings 

Miscellaneous 

Acrylic parts 

Blankets, metal covered insulation 
Cables, lock clad 

Canopies, transparent 

Cargo hoists 


Ducting, bellows type, with finished ends 


External fuel tanks ( F-104A) 
Control column head (1649A) 
Furnace brazed assemblies 


Hydraulie, ete-—Continued 

Servo mechanisms 

Swing and service joints 

Interiors and furnishings 

Coffee-cup holder (188) 

Lavatories (188, 1049/1649) 

Partitions requiring later upholstering 
in-plant and/or requiring natural 
wood decorative facing (1049/1649) 

Toilets (1049/1649) 

Watercoolers 

Wooden floorboards and similar wooden 
parts (T-33) 

Landing gears 

Cylinders, pistons, oleos, struts (delete 
on 188) 

Main landing gear complete (F-104A, 
B, C, D) 

Nose landing gear complete (F-104A, 
B, C, D) 

Powerplants 

Auxiliary drives, special 

Controls, special 

Exhaust collectors and systems (except 
shields, ducts, and other items for in- 
stallation) 


Gaskets, hard material, such as metal, Fibreglas, micarta, etc. 


Glass parts 
Metal sprayed parts 
Molded rubber parts 


Nameplates, limited to luminescent, fluorescent, contoured, or radioactive 


Panels, edgelighted 


Lockheed standard.externally splined parts (F-104A, B, C, D, 188, T-33, P2V-7, 


1049/1649) 


Parts made from dinking die process (F-104A, B,C, D) _ 
Parts made from dinking die process other than trim (188) 
Parts made from dinking die process other than gaskets and trim (1049/1649, 


P2V-7, 188) 


Parts made from dinking die process other than gaskets (F-104A, B, C, D) 
Parts requiring rifle drilling, such as hinges 


Post forming of phenolics 
Pulleys, standard 


Commercial standard or hobbed splined parts 


Springs, flat or coiled 


Swaged upset and gathered steel push, pull and torque tubes (188) 


Wooden clamp blocks (1049/1649, P2V-7) 


Mr. Sreep. Mr. Gross, in the Armed Services Committee Report No. 
112, of the 84th Congress, among other things they go into this Gov- 
ernment-owned facility subject rather thoroughly, and they have a 
tabulation here showing the amount of Government-owned facility 
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each of the 12 major companies had in their possession as compared 
to the companies’ own investment. In the case of your SomMpeA Te it 
listed, as of 1956—I believe that is when the figures were made—you 
had about $102 million worth of Government-owned facilities, as 
against your own facilities of about $78 million. ' : 

From that date to now, have there been any substantia] changes in 
the amount of Government-owned facility that your company 1s 
using ? ’ 

Mr. Gross. There have been some changes, yes, sir, largely as a re- 
sult of our missile-systems division. There have been some changes, 
I had the impression that we were about 50-50 now. 

Mr. Browne. Right about the present we are. 

Mr. Streep. I can see where obviously you would have to—you 
would show an increase in your Government facility in the missile side 
of it. But I was more concerned about the aircraft side. 

Mr. Gross. I would be surprised if there had been any substantial 
increase at all. 

Mr. Browne. There is no substantial increase. The principal items 
included in the $102 million are the Marietta plant, Government plant 
No. 6, and Palmdale facility here. 

Mr. Sreep. In other words, most of your Government facilities are 
in a complete-unit thing, and it is not that it is integrated or scram- 
bled, as this report here refers to it, along with your own facilities? 

Mr. Gross. We would have a mixed situation in Burbank in that 
at our so-called plant B the Government owns the land, and some of 
the buildings. But we own all of the equipment. 

Mr. Sreep. One of the complaints we receive is that sometimes, per- 
haps because of the policy or attitude of the prime contractor, and 
sometimes because of the insistence of the military, privately owned 
small facilities feel that Government-owned facilities are used or are 
created in competition with them, when they could provide the mate- 
rial or production needed without the Government facility. 

Has your company had much experience or difficulty in that re- 
gard? 

Mr. Gross. I don’t think that we have, sir. We feel that this 
matter comes up usually when—in our contact with the problem—it 
comes up when we are bidding on a large prime contract with the 
Government. And we have also had the feeling that the services take 
this into consideration when they are evaluating the bids of the com- 
panies for the large contract. In other words, if they are looking at 2 
bids, and 1 company has a large segment of Government-furnished 
facilities, and another company, to oversimplify it, had none, I think 
we feel they take that into some consideration. 

Do you not feel so, John ? 

Mr. Wuire. Yes, sir. 

Mr. Streep. I hear you have some research-and-development work 
with the Navy. The other day I was talking to the president of an- 
other large prime contracting firm who had just received a contract 
with the Air Force on a missile program of a production type. He told 
me that in this contract they were requiring that 35 percent of the 
contract be earmarked for small business, and that in the program of 
the Air Force furnishing facilities, that they had designated a number 
of specific things that were available already in small plants, and that 
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they were being required to obtain those components, mostly standard- 
type stuff, from existing facilities—that the Air Force was refusing to 
permit the company to include in its major assembly plant, Aucneat be 
the Government, any facilities that were already available. 

I{ave you had similar experiences with the Navy in that regard ? 

Mr. Gross. I would like to comment first about the Air Force. The 
Air Force have been extremely stern about granting any new facilities, 
even for the missile programs—with us, at least. I think it is almost 
true to say we have not—I don’t think we have had hardly anything 
provided in the way of facilities from the Air Force side for our 
missile business. 

On the Navy side, because of the size and urgency of one of the 
programs, the Polaris, we have had some facilities provided. But 
on the Air Force side none. And we find a much more rigid and stern 
attitude toward new facilities than we have had in the past. 

Mr. Steep. Did the Navy mention any percents or any specific re- 
quirements that you would obtain any of your components from exist- 
ing facilities? 

Mr. Gross. I do not feel that we have ever had a stipulation as to 
a percentage that we must subcontract on anything. We have been 
asked to state our intention and our desire, and we have done so, and 
we have followed it. But I don’t think it has ever been a contract item, 
a mandatory item. 

Am Lright on that? 

Mr. Wuirr. To my knowledge, Mr. Gross. 

Mr. Streep. Mr. Roosevelt ? 

Mr. Rooseveit. Mr. Gross, I noticed from this table—I think it 
deserves commendatory comment—that your percentage of small 
business is 10 percent higher in the missile-systems division than in the 
other 2, the California and the Georgia division—43 percent as against 
33 percent. I think that isa fine thing. I hope we can maintain it at 
that level. 

Perhaps Mr. White could answer this question. I am particularly 
interested, in view of the previous testimony today, as to how you set 
up the lists from which you put out, let us say, your small-business 
bids. Are they competitive bids? Are they sealed bids? How do you 
qualify those who are allowed to be on the list ? . 

Mr. Wuirtr. Well, we have vendor files that we have maintained 
for 20 vears now that I would imagine there are some 20,000 names in 
there that list the qualifications and the equipment, the type of work 
the neople do. We refer to that as our source files. This list, which 
is boing auemented everv dav by interview, vendor plant surveys, and 
other things, AMC qualified list from the services—becomes the place 
from which we select our sources. 

We comnetitively bid all new and original procurement, unless it 
hannens to be proprietary and we cannot secure competitive bids. 

Mr. Roosrvertr. Now, on a competitive bid, the suggestion, at least, 
was made here this morning that a competitive bid in your ter- 
minology wou'd not be the same as it would be on the Government 
end of it. that it wou'd not be a sealed bid. 

Mr. Winter. Tt would not be a sealed bid. But in most cases it is 
written bid, or it ean be an oral bid. 

Mr. Rooseverr. Why should it not be a sealed bid? 
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Mr. Wnuire. Well, the sealed-bid operation, of course, is pretty 
lengthy and time consuming when you are working on many of these 
things—you neither have the time to hold sealed bids in a locked room 
and have a presentation. We do this on Government contract con- 
struction work, where we have a sealed-bid room deal. On the 
others, we just "feel that a written bid is more adequate to the needs. 

Mr. Roosevetr. You would not like it very much if Lockheed was 
forced to meet that kind of a bid on the Government level, would you? 
Would you not want to havea sealed bid? 

Mr. Wurre. I would not want to answer that. I am not familiar 
enough with it. 

Mr. Roosevettr. Well, besides the time element that you have raised, 
which I would like to look into a little more, is there any other basic 
reason why it would not be better all the way around to have these 
sealed bids, in order to eliminate the complaint, which is there is a 
human factor? I think you recognize it and I do. There is a factor 
you cannot control in the higher-up end of it. And in order to make 
and to encourage a competitive position, which, after all, is what 
brings out the ingenuity in people down the line—is there any basic 
reason it should not be considered, at least ? 

Mr. Wuire. Apparently not. But I think with our registration of 
bids, and the fact that we have written bids where we can, that this 
foregoes any possibility of tampering with any bids or changing of 
any figures, 

Mr. Browne. May I supplement Mr. White’s comment on that? 

Our internal audit department reviews our buying activities fre- 
quently, in all of our divisions, as part of our regular internal control. 
We have been most insistent that all bids received be recorded. Cer- 

tainly the telephoned ones. And to the extent they are written, they 
also be recorded, and they be recorded by people other than the buyers. 
We have in effect an internal control, and we have tried to establish 
a protected means within our organization to prevent collusion or 
anything that would show favoritism toward any particular vendor. 
And we feel that within the limits of normal internal control, we 
have a pretty foolproof system. 

Mr. Streep. What I think he is getting at—as I understood one of 
the witnesses today, he was fearful that at least some of the plants, 
instead of it being a competitive bid situation, it was sort of a shopping 
situation, where if he got a price out of one man, you hunt somebody 
else to see if he could beat the price. You feel that could not very 
well take place in your purchasing program ? 

Mr. Browne. I will let Mr. White answer that. 

Mr. Wuire. That could always happen. However, if you are going 
out for bids you usually go out at the same time with quotations and 
request the quotations to be returned by a certain date. I guess any- 
one could practice shopping back and forth. But this is certainly 
not a good business practice, and we do not practice such a thing. 
I think the most important thing I heard was the question of quali- 
fying your bidders, in o‘her words, and not getting bids from a large 
number of unqualified bidders. This is something that is pretty diffi- 
cult to do. And that is one of the hardest things, I believe—is to 
first select the people most qualified, or qualified to bid. Then your 
problem of free competitive bidding is rather simple, I think. 
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Mr. Roosevett. Of course, along that same line, I think one of the 
problems has always been that—to keep the field open for new people. 

Mr. Wuire. That is right. 

Mr. Roosevet. In other words, there is a tendency to become strati- 
fied a little bit. You havea good supplier—why shouldn’t you stick 
with him? I think that is a normal tendency that would arise in good 
management. Yet it also becomes very stultifying atsome point. And 
I just hope that enough study is being given to that, on a great man- 
agement basis, because I think Mr. Gross’ statement is well indicative 
of the importance of small business. And just why a committee of this 
kind should exist. Because if you do the subc ontracting, which you 
do, in the normal course, it must have value. Small business must be 
important to the national defense in so doing it. And it really be- 
comes our responsibility to see that, therefore, all the practices that 
have to do with small business are as constructive as they can pos- 
sibly be. 

And I do not make any of these comments with the idea of being 
critical, but merely trying to find out how we can stimulate your think- 
ing to make them better : all the w ay around. 

Now, when we come down to some of the other suggestions—for in- 
stance, it was suggested today that if you are in competition—and I 
ga her from Mr. Gross’ statement that you are less in competition 
than maybe some other companies, but suppose you are in competi- 
tion on a bid with small business, and there was a Government fa- 
cility in your plant. Would you not think it was fair, then, to have 
the bids on the basis of charging something equivalent to an equal 
rent for that, as against the outside concern which did not have that 
Government facility available to it ? 

Mr. Wuire. If I understand the question, he is talking about the 
quo‘ation of a prime bid. 

Mr. Roosrvett. That is correct. 

Mr. Gross. It doesn’t seem to apply, somehow. I tried to cover 
that a minute ago, sir, when I was saying that the only time we get 
in a situation like that, where Government-owned facilities are in- 
volved, is when we are bidding on a major program with the Air Force 
or the Navy. And we think, though we do not have any absolute 
proof—but we feel that the Air Force evaluators do that, take that 
into consideration. We think they do. 

Mr. Roosrvett. Now, what gives you grounds to think that? Be- 
cause our information is that they do not. 

Mr. Moore. I am not certain that that is true. You are talking 
about two different things. 

Mr. Streep. You are talking in terms of the type of prime contract 
where the other firms concerned also would have access to Govern- 
ment-owned facilities, the same as you ? 

Mr. Gross. Yes. Or they might have none or all Government 
facilities. 

In other words, company A might have a large proportion of Gov- 
ernment-owned facilities. Company B might have a very smal] pro- 
portion. What we are trving to say is that “when those two companies 
are bidding for a given Gov ernment program, a fighter contract or a 
bomber or something, we think that the services take those things into 
consideration. We don’t know how much, we have no way of knowing. 


THE AIRCRAFT INDUSTRY 








he 
le. 


THE AIRCRAFT INDUSTRY 77 


Mr. Sreep. Well, under renegotiation, do you not finally get Dat 
to the same thing? In either “event, after the decision’ is made, 
might help or hurt your company in getting the contract, but once it 
is awarded—that the presence or lack of presence of the Government- 
owned facility, as it reflects in the cost of the finished product, would 
become a factor in renegotiation in any event. 

Mr. Gross. Dear me. Well, we used to feel that it was very much 
to our advantage, because we thought we had a sort of an idealistic 
attitude toward ow ning your own things and risking your own money 
and taking the chances yourself, that it was good to own as much of 
our plant and equipment as we could. I think that through World 
War II—you correct me on this, Dudley, if I am wrong—but I think 
that the Lockheed Co. owned 76 percent of everything it used in World 
War II, and this was by far the largest proportion of privately owned 
facilities in the business. 

Right? 

Mr. Browne. I think it was about that. 

Mr. Streep. Mr. Gross, I want to ask you a question. If it is out of 
line, you have my permission not to answer. But through a source 
I thought was reliable I was advised that in your development of the 
Electra that you did that all on your own money. 

Mr. Gross. Yes, sir. 

Mr. Sreep. And that all the subcontracting work you have done in 
connection with that plane has not involved any Federal money. It 
has been your own funds and your own program. 

Mr. Gross. Every bit; yes, sir. 

Mr. Srerp. You follow the same subcontracting policy there as you 
do with your Government work ? 

Mr. Gross. Right. What I was going to say was we thought this 
was the way to do business. But as time passed, we wondered whether 
or not it did pay, because in renegotiation we didn’t seem to get much 
credit for it, frankly. So lately we have—again, we still ‘have the 
fundamental policy of wanting to own as much as we can of our own 
show. But the arithmetic has ; gotten so big that we have not been able 
to do it. 

In the missile thing—I would like to go back just a minute, be- 
cause you were asking us about percentage of Government-owned fa- 
cilities that we have today. We got got, I think, $85 million or $40 
million of our own money in the missile business, that we put up our- 
selves. And even though the missile business, I guess, and the satellite 
business, is the highest priority kind of work in the country today, we 
still are having to build our own facilities in the missile thing to a 
great degree. “We have had some help from the Navy. But we just 
got through here—I just got through going back East and making a 
dea] whereby we are going to have to borrow some money to build an 

Air Force building up there, a big one, and take on the obligation our- 
selves. We didn’t get a penny for it. And this is a very, very high 
priority program. 

So we are trying to own a substantial proportion of our facilities. 
But—and we only hope it will do us some good on the invested captial 
theory in renegotiation. But we have had—renegotiation is a tender 
subject with us. 

29444—59—_—6 
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Mr. Roosevett. I was going to ask you, but I thought I better not. 

Mr. Streep. There is one question in connection with renegotiation 
I would like to ask you. In this report I referred to, it criticizes the 
renegotiation program by saying that in 1956 it was on an average 
about 4 years in arrears. At that time, can you tell us what your 
company’s experience was? Are you more current or less so in the 
last 2 or 3 years than you were? 

Mr. Browne. The current case we are working on, and we are behind 
others in the industry, is our 1954 case. I would not have you gentle- 
men feel for a minute, however, that the problems are all on the 
other side. We have contributed to them just as much, particularly 
because of the complexity of this particular year. We have some real 
problems, because of accounting limitations, in trying to express what 
profits are attributable to the year 1954. These limitations are such 
that they cause a great deal of added work, added schedules, and 
literally we have prepared the material required for renegotiation four 
different times to date, and I don’t think either of the parties know 
which is best to use. 

Mr. Steep. This next question I want to ask is probably only going 
to serve the purpose of exposing my ignorance, but I am still trying 
to learn a little bit more about renegotiation. 

In this report, they have listed some tables in which the sales, 
and the profits before taxes and profits after taxes, and things of that 
sort, for these various companies, including yours, have been listed. 
If you are renegotiating all the way up to 1954, and this list here 
gives your profit and loss statement for 1956, what happens to a 
company like yours whenever you come along, maybe 2 years from 
now, and you lose an argument with the Renegotiation Board—how 
do you rectify your company books on a thing like that, if you have 
already paid out dividends, 1f you have already paid taxes? What is 
the extent of the type of problem that poses in your financial opera- 
tions? 

Mr. Browne. Well, let us look at 1953. In our company, we found 
in 1956, I believe it was, that we had received excessive profits of some 
$6 million. This was $1,200,000 net after taxes—that was an excess 
profits tax year—the last excess profits tax year. So we had to charge 
our earnings in 1956 by an item that was called Special item applicable 
to 1953, the $1,200,000. We are contesting the figure before the Tax 
Court, and, as a result, we have-put up a bond with the Government, 
to cover the $1.2 million. We have gotten and insurance company, a 
fidelity company. to put up the bond for us. So we have not actually 
paid the money. but it has in our ease forced us 3 years later, to take 
up the item as a charge against income. 

Mr. Srerp. To further expose my ignorance, Mr. Gross just re- 
ferred to the fact that he had made arrangements to borrow some 
money to erect a building he needs. And I assume you go to some 
investment organization of some kind. 

Mr. Gross. This was an insurance company. 

Mr. Streep. And anybody that has that much money to loan is 
presumed to have some knowledge of the financial and business world. 
How does your company, with all these years of renegotiation hang- 
ing over your head, and all these uncertainties—how do you ever 
get a financial statement that is accurate enough for the man making 
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you the loan to know what to depend on? How can you—in all 
fairness to you, with all this hanging—how can your company really 
cope with this sort of a problem ? 

{r. Browne. Let us look at it two ways. No. 1, we have to gain 
as much knowledge as we can with the rationale of the renegotiation 
process. And in order to aid our own estimate of what senate happen 
to us, we have chartered each effective renegotiation to date, and we 
know the ranges where recovery has been operative. Upon that basis, 
we can pretty well judge the degree of exposure that we have in any 
of the years under question. So that whereas we do not tell the 
Board, understandably, what our exposure may be, we do have some 
limits, or some criteria. 

Mr. Sreep. In other words, for a period of 3 of 4 years after your 
operations have already been concluded, and delivered and collected 
for, you more or less have to carry yourself a little insurance fund of 
your own in order to be protected. 

Mr. Gross. Yes. 

Mr. Sreep. And that does work a handicap on a company where 
large sums are involved. 

In your experience with it, is there any way that the situation can 
be improved—the time lapse can be shortened, with the experience you 
have had with the renegotiation? What suggestions can you make 
that might improve the situation ? 

Mr. Gross. Just repeal the law. That is my contribution. 

Mr. Moore. Is that oversimplification ? 

Mr. Gross. I am afraid it is. 

Mr. Streep. This Armed Services Committee going into that subject 
found that the matter of the laws applying to renegotiation were not 
even in the hands of any one committee. It was in the hands of two 
different committees. And they made representations to both com- 
mittees. So even at the legislative level, it seems like we have got 
ourselves a rather complicated situation in this connection. 

But since it always comes back that the difficulties of renegotiation 
on a prime contractor almost certainly spreads itself down to hurt 
the small-business man, this committee has been forced to hear a lot, 
and to give a lot of thought to this thing. Personally, I am anxious 
to learn as much as I can of the practical level, or the experience level, 
such as you have. 

Mr. Gross. The aircraft companies, in the Aircraft Industries Asso- 
ciation—this is an old subject with us, you know. We constantly 
have this renegotiation matter before us, and we are constantly 
‘plagued with its difficulties, just as you have set forth. And time and 
time again, we have tried to get relief. And this last effort we made 
through the ATA, we went to the Defense Department and spelled 
out in a good deal of detail our position with respect to renegotiation. 
We made recommendations concerning it. I do not think T should 

here say what those were, because I do not know the classification of 
that document. But the aircraft industry has gone on record with 
the Defense Department very strongly in various recommendations 
as to how to improve our fiscal and business relationship, including 
renegotiation, and subcontract clauses and standard cost procedures. 

And it might be helpful to your committee—if that doenment is 
available—to read it. I do not know whether it is a classified thing 


or not. 
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Isit, Lee? Isee Captain Webb over there. 

Captain Leranp D. Wess (vice president, AIA): To the best of 
my knowledge it is not classified. It is available. 

Mr. Roosevett. Can you give us the name? 

Captain Wess. It is amendments to the Renegotiation Act to spell 
out more clearly the grounds rules for handling such matters. 

Mr. Sreep. Have you seen any studies or reports or other compila- 
tions that would give any indication in just the aircraft industry, for 
instance, of what renegotiation has done in terms of moneys recovered 
as against costs chargeable against the recovery ? 

Mr. Browne. I have seen them. I think that last time I saw the 
figure it was in excess of $100 million that has been recovered, as I 
recall the budget. Renegotiation is about 5 percent of that per annum. 

I may be wrong in that figure. 

Mr. Streep. Now, the $100 million was total recovery ? 

Mr. Browne. That is gross before Federal taxes. 

Mr. Sreep. That is for the lifetime of the renegotiation program ? 

Mr. Browne. That is for the current act. 

Mr. Streep. Mr. Roosevelt ? 

Mr. Browne. Congressman Steed, if I may, you asked a question 
about why this should take so long. I think we must bear in mind that 
we are talking about the determination of excessive profits, when 
none of us have been able to determine what are fair profts. I think 
we can take some solace from the fact that what is holding up the Re- 
negotiation Board is the complexity of their assignment. I would 
far rather have them struggling with the case at hand, trying to de- 
termine the facts, trying to determine the contractor’s contribution, 
than to be making an arbitrary and capricious determination that 
could be done quickly. And since I have been in every one of our 
cases since 1941 that we have presented in renegotiation, I think I 
can speak with some assurance that the Board is really trying to come 
to grips with the problem, and I can also say that our 1954 case is the 
most difficult one we have ever had. And I am not sure when we get 
through, we are going to be at all convinced that we have handled it 
properly even then. 

Mr. Sreep. The tenor of the Armed Services Committee report 
that I keep referring to was that perhaps the Renegotiation Board had 
more work than its manpower could handle, and that it might be a 
matter of increasing their manpower. Do you find that that would 
male any contribution to reducing the workload ? 

Mr. Browne. I don’t think so. 

Mr. Steep. Or the timelag? 

Mr. Browne. I think the main problem is what they are being 
asked to do—review the entire work of the contractor for a given year 
and make a determination as to whether the profits earned therefrom 
were reasonable. And that takes you into every contract, every cost, 
the extent of the tooling, the extent of the management contribution, 
the extent of the contractor’s contribution of facilities. When we get 
a renegotiation presentation put together, it is about that thick 
[indicating]. And we have a group that just works on that year in 
and year out. We are balancing 1954, 1955, 1956, and 1957 right now. 

Mr. Roosevett. Mr. Browne, would an improved technique of re- 
determination procedures be adequate, you think, to cover the basic 
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thing that, after all, the Government was after—which was not to 
allow in national defense excessive profit to anybody ? 

Mr. Browne. Well, for myself, personally—and our company has 
espoused this as well as the industry—I feel that our renegotiation 
difficulties today are not the same as they were in World War II. And 
I am speaking of our difficulties as a citizen. In World War II, we 
were built up, we had no contemplation of the articles we were build- 
ing, didn’t know what they would be. We didn’t know what our 
overall volume would be, and there were many unknowns on the 
pricing front. Today, I think the industry does a vey reasonable 
job on pricing. The volumes we plan are well known. And literall 
what is happening in renegotiation today, the arrangements which 
were contemplated by the parties are being upset. We are getting 
ourselves in the position that when we look between our capacity to do 
one more job—should we do it in private business or in mi itary what 
service shall we do it for—and we look at the rewards available—we 
may make the determination to go into a particular contract only to 
find that that profit that we contemplated is the one that is taken 
away. 

Mr. Sreep. If this is a fair question you can answer it. Otherwise, 
disregard it because I don’t want to pry into any company matters 
that are not proper. I assume that when your company adopted a 
policy of developing the Electra, among other rm you sat down 
and tried to predetermine the amount of money to be involved and 
what the program would be. Now I understand you are far enough 
along that you are not guessing any more—you have already made 
a lot of progress, and having paid the bills you know what some of the 
costs are. 

Is it a fair question for me to ask how close the actual costs came to 
your preliminary estimates as to the amount of money that you would 
have involved in this program ? 

Mr. Gross. Certainly. I think it is a good question. And I think 
you would find we have been very close to our original estimates, our 
costs to date. 

Mr. Steep. That indicates what Mr. Browne just said—that you can 
determine fairly close. 

Mr. Gross. Yes. Every company in the business, I think, has a 
much better control. Its procedures are better. We are more grown 
up and sophisticated now. 

Mr. Steep. Knowing your record in the case of the Electra, I know 
you are in a position to give some very factual substance to your claim 
that you can estimate costs. Because here is a matter of your own 
money involved. There would be nothing for you to gain by over- 
estimating or underestimating it. And you can get a pretty accurate 
picture of just about what is involved starting from scratch to develop 
an entirely new airframe. 

Mr. Gross. That is right. 

Mr. Roosrverr. Mr. Gross, I gather that from the fact that your 
Lockheed Aircraft Service in Ontario has lost 2 out of 3 employees, 
you are pretty well out of anything except the prime, the fairly large 
prime work at this time, as far as the Government is concerned. 

Mr. Gross. You mean at Ontario? 
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Mr. Roosevett. Well, in the overall picture. What percentage of 
your business would you say is outside of the fairly large prime con- 
tracting ? 

Mr. Gross. It is all large prime. 

Mr. Roosrvett. The reason I ask this 

Mr. Gross. Our service company, as you know, does modification 
and service work. I don’t know as I understand your question. 

Mr. Browne. I think I can respond. We have several locations of 
our service corporation, and one that has been particularly hit—not 
keeping up the same volume of military maintenance—has been the 
Ontario plant. Our service base on Long Island has maintained its 
capacity. We started a new one at Oakland. And we are working 
in Honolulu on maintenance for the Navy there. But the type of 
maintenance we had been doing at Ontario, major modification, has 
gone down. 

Mr. Gross. It has melted away. 

Mr. Roosevetr. I see. But the accusation is sometimes made that 
the larger contractors are pulling back into their plant work that 
formerly they put out. And I was gathering from this that at least 
in your case this has not been so. 

Mr. Gross. No, we just didn’t get any. 

Now, we have some major modification we have had at Georgia, on 
the B-47 Boeing bomber. In fact, a very good program down there 
the last few years has been modification work that has been done. 
This is a big program, and that kind of a cyclical thing goes on a 
good deal of the time. Our Georgia division itself is now engaged in 
doing some modification work on the B-47. 

But that is different from the kind of work that the service company 
has been doing and is now doing. 

Mr. Roosevect. One last thing, sir. One of the social problems 
that I think has been brought up in this business is whether sufficient 
planning is done when a cancellation of a contract is about to be 
made. Do you feel that on the highest level in the Defense Depart- 
ment there is enough forewarning to you and enough flexibility to 
you to try to lessen the hardship on the people involved? Obviously, 
when a man loses his job it completely disrupts his whole life and if 
there is not time for him to plan to move to some other place to try 
to get a job, there is human suffering involved which might have been 
eliminated if enough advance notice could have been given and 
enough planning arranged for. Would you care to comment on that ? 

Mr. Gross. Yes. I really feel that as—at least in our own case, In 
the terminations and the cutbacks and the slowdowns we have had, 
I think we have had a fairly good preview of it, so we have had a 
chance to get ready. We have had a few instances where we would 
like a little more time. But I don’t think that is a major complaint 
with us. I know there have been instances in other companies where 
it was very, very severe. 

Mr. Roosrvetr. I am thinking of North American, where there 
was seemingly a tremendous dropoff without very much advance 
not'ce. 

Mr. Gross. I do not feel that I can conscientiously say we have 
been mistreated in that area. The more time we have the better. 
And, of course, when we hear of any such plans we try our best to get 
the Government to change their minds, 
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Mr. Roosrvett. Do you maintain any service of assistance to people 
who do go out of a job as a result of a cutback? 

Mr. Gross. Yes; wedo. In other words, if we hear of an impending 
adjustment that is going to affect our personnel, we try, insofar as 
possible, to place them in other parts of the corporation, if there is 
any chance of so doing. 

Now, for example, although the two businesses are not absolutely 
the same, our missile division is on the way up now, it is growing, and 
we are having even difficulty in getting people for some categories 
in It. 

Now, if we had something happen in some of the other divisions, we 
might—the first thing we would do is see if missile could absorb an 
of these people. Or one of the other aircraft divisions would heueh 
any of them. 

But supposing that that cannot be brought about. We then do try 
to be as helpful as we can to employees, in getting them placed else- 
where. 

We usually call up, or quite often we let other companies know of 
our situation, that we might be letting a certain number of people 
go, and just let them have advance notice of it so that if they have 
any opportunities, it would be a help. 

Now, of course, I won’t represent to you that we literally can follow 
every single person and take their problems home with us every night. 
But I think it is proper to say that we don’t just cut them off and 
forget them completely. And, of course, we list them, you know, and 
at the earliest opportunity of putting them back on, if we have a 
possibility of doing so, we hire them back. 

Mr. Roosrveit. Do you have any close liaison with the United States 
Employment Service ? 

Mr. Gross. I am sure we do, but I am not up on that myself. 

Do you know? 

Mr. Wuire. No; I don’t know. 

Mr. Gross. Iam sure we do, sir. Iam very sure we do. 

Mr. Streep. Some mention has been made at various times in the last 
few years about the shortage of scientists and engineers and the dif- 
fieulty of recruiting these highly skilled crews that this missile thing 
brings about. What has been your company’s experience in the 
recruiting costs of trying to get the skills that this new program 
forces on you? 

Mr. Gross. Well, it is a very substantial volume. It is very high. 

Mr. Streep. Have you ever reduced it down to an average per man 
cost or any figure of that sort? 

Mr. Gross. Yes; we have. I am sorry to say that I don’t dare give 
you that figure right now, because I am afraid it would shock you 
and me both. I would like to be sure of it. If you would like to get 
the figure, we will give it to you. 

Mr. Sreep. In this report here in 1956 they were talking in terms 
of $2,000 a man for some of their people. 

Mr. Gross. Oh, I would be sure that is on the low side. 

Mr. Steep. I have heard estimates in another instance where they 
said the cost was as high as $16,000 a man. 

Mr. Gross. Well, it depends on what you mean by costs. 

Mr. Steep. That is recruiting and organizing costs—putting a crew 
together, the whole thing, of getting a staff of engineers, of the type 
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of skill, and all that, and bringing them together and getting them to 
function. 

Mr. Gross. I would be sure it was several thousand dollars a per- 
son, and I will get the figure. 

Mr. Steep. I assume when they speak of recruiting costs, they in- 
clude the whole item of getting this crew together and getting it 
started. 

Mr. Gross. Yes. Now are you interested mainly, as you put it, in 
the area of technicians and scientists and engineers, or are you talk- 
ing about the whole personnel problem right through the company ? 

Mr. Streep. Well, I was refer ring mostly to the field of the specialists 
where we hear so much about the shortage of them and the need for 
the Federal Government going into training or educational programs 
of different kinds so our country will not come up short in the world 
situation. 

Mr. Gross. I will be glad to get you that figure. I am sorry I don’t 
have it at my fingers. I did have a figure, but I don’t like to use it 
are I am afraid it might not be accurate. 

Mr. Streep. In coping with the shortage of these various kinds of 
skills, does your company have a very substantial program of educa- 
tion on your own part ? 

Mr. Gross. On-the-job training ? 

Mr. Sreep. That sort of thing—scholarships or anything else like 
that. 

Mr. Gross. Yes. One thing we are doing which I think in its day 

ras unique, although I think it is now being followed by some other 
companies—we have a fund called the Lockheed Leadership Fund, 
which is designed primarily to provide scholarships to put deserving 
and capable young men and women through college. And we have 
had this in effect now for several years. We have contributed quite a 
lot of money to the—I believe several million dollars has been de- 
posited in this fund. And we have several classes now in various uni- 
versities throughout the country. I think there are some 20 or 30 
universities that have grants from our fund. 

We do not require in any way that the beneficiary of our funds be 
committed to the Lockheed Co. We have no hold on them whatso- 
ever. We try to keep in touch with them, and send them literature 
from time to time. But we do not—and it is understood we have no 
hold on him whatsoever. 

Would you like to add something to that? How much money have 
we got in that thing? 

Mr. Browne. I think your figure of several million is correct. We 
have offered most of them summer employment, so they might have 
some work associated with us. 

Mr. Roosrvett. Does the vocational training aspect—is that im- 
portant to you at all? The reason I ask is we cut a vocational train- 
ing section out of the so-called scholarship bill which is being con- 
sidered now, on the ground that this was not a national defense need. 
And I rather doubted whether this was so. But you would probably 
be a better expert witness. 
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Mr. Gross. Well, I am sorry to say I am not up on that this after- 
noon. I didn’t brush up on that. I didn’t know that that kind of 
thing was going to come up. We can get you some information on 
it. I just don’t know the extent to which we feel it is extremely 
important. 

Mr. Streep. Mr. Gross, you will have to excuse us. We do not 
always stick with our subject. We have these other problems coming 
up, and when we have a chance to pick somebody’s mind, we just try 
to do it. We know this thing is going to face us later on, and we 
thought maybe you might be able to give us some firsthand experience 
to help us. 

Mr. Gross. I am sorry I cannot answer on that particular subject. 
But there may be others that I can. 

Mr. Streep. Mr. Moore. 

Mr. Moore. Thank you. First of all, I want to comment on the 
statement that Mr. Gross has made. I think it is a very splendid 
statement, very commendable, and very thoroughly documented with 
respect to the problem which we are sitting on here today. 

I wanted to direct a question to Mr. White, who carries, I believe, 
the title of small-business executive of the company. 

Mr. Gross. That is right. 

Mr. Moore. I would like to direct several questions to him. 

How long have you been the small-business executive of Lockheed ? 

Mr. Wuire. Just over a year. 

Mr. Moore. Now, so that I can, in my mind, understand the manner 
in which Lockheed handles this question of small business, and small- 
business contacts—I would assume that your position with the com- 
pany is to handle the small-business contracts ? 

Mr. Wire. Yes, sir. 

Mr. Moore. Do you in each of your specific operations—and you 
have enumerated several of them in California, together with a Georgia 
operation—do you have an individual man in each of these plants 
who works with the small contractor or the small-business man, as 
he may want to do business with you as a large contractor? 

Mr. Wnuire. We have a small-business executive and a small-business 
contact point at each plant. But our normal operation is that our 
purchasing department works with all suppliers, large and small, and 
small suppliers, don’t go to one particular person, but they go to 
whatever the commodity is that they are working with. 

Mr. Moore. Well, then, in your corporate organization, it is further 
broken down. 

Mr. Wuire. So that at each facility we have a small-business execu- 
tive or representative. 

Mr. Moorr. Now, with the question of awarding contracts, say, for 
this Georgia division, would that come within an advertisement from 
Lockheed here in California, or would it be one local in nature to the 
area, the Southeast of the United States? 

Mr. Wnuirr. Each division does their own procurement work. 
Georgia handles their own procurement. LAS, California division, 
and the missiles division at both locations. 

Mr. Steep. Would the gentleman yield ? 
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Now, a given small supplier then would be registered at your plants 
here as well as out there, and he might receive notice from 3 or 4 of 
your plants the same day. 

Mr. Wuire. No, I don’t think so. I don’t think in all cases we 
woul d have the same name on file at all of our plants. Because we 
operate independently as far as our own procurement is concerned. 
We have our own vendor source files, our own suppliers, for such pro- 
curement, at each division. So that a small-business man that may 
be located in Los Angeles may or may not be doing business with our 
Sunnyvale plant, for | instance, unless he makes an approach. 

Mr. Streep. The fact that he was listed on your baie list in a 
plant here in California would not bar him from being listed in 
Georgia? 

Mr. Waite. No. They may be listed at all of them. But it won’t 
necessarily be that because you are listed at 1 plant that you would 
be listed at all 4. 

Mr. Moore. I assume that each of these individuals, who are your 
liaison men or your contracting individuals, in the various divisions— 
is the source from which you have drawn this cumulation of data 
to which Mr. Gross has testified. Now, together with that statement, 
there has been submitted a very thorough listing of the type of items 
which you procured, I believe, from outside sources. Several com- 
panies have been listed as suppliers, or who, I believe, produce sub- 
contract assemblies, and so on. 

Are you, as an organization, so constructed that from time to time 
these items that you listed as being procured or designed from out- 
side sources—that you can produce those particular items yourself 
within the framework of the parent company ? 

Mr. Wuire. There is flexibility in those lists. We could produce 
some of those items. But, as a general policy, we have determined 
that these are the types of things that can be supplied by industry 
on the outside more efficiently and more economically for us than we 

can do it ourselves. We may build one of those, or a small group, 
for some particular urgent need, from time to time. Or we may for 
a small contract do the manufacturing of one of those items. But 
generally those items are designed and procured by outside sources. 

Mr. Moore. Now, by reason of the fact that you are a company 
that has within your control some Government facilities, would it - 
true to say that as a matter of corporate policy, when a cutback 
ordered, you withdraw into the framework of your own en 
so as to take advantage of these Government rent-free facilities which 
are available or are held by you? 

Mr. Wutre. On this particul: ar list that you are looking at. I would 
say “No,” we would not bring those back into the plant. However, 
there is an area of what we term outside production type of work 
that by policy we put on the outside when we have an overloaded con- 
dition or lack of facilities that over the years is very fluid and it goes 
back and forth. Those things, at a time like this, when we have avail- 
able capacity, instead of sending them to the outside, we will make 
them in our own plant. 

Mr. Moore. Isn’t it true that you have a rent-free Government fa- 
cility at your disposal and also you have some unused capacity that 
you can put to work within the framework of your own company ? 

Mr. Wun. That is right. 
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Mr. Browne. And we have some people we would like to keep 
working, too, and avoid having them terminated. 

Mr. Gross. The tide has kind of gone out on volume here in the 
last year or so. On this first page here, we have not brought in any 
of the work from Beech, Cessna—even though we would like to have 
some of those things to make ourselves we have not pulled them 
back in at all. We could make those things. We did make them origi- 
nally. But we have not pulled any of this stuff back at all. 

Mr. Roosevetr. Is the primary reason for that they can be made 
more cheaply by the subcontractor? 

Mr. Gross. At this point, because the learning curve is down, and 
we have put them in business, and they have gotten a lot of work from 
us, and they have learned to do it w ‘ell and satisfactory, and it would 
be a big job to get it back in. 

Mr. Roosevetr. I have one more question on this. Do instances 
occur where you design, build, or fabricate any part of your commer- 
cial business on Government leased or loaned property ? 

Mr. Gross. Yes. 

Mr. Browne. Yes—and I refer now to the Hébert committee report 
where I believe Lockheed had one of the highest rentals for Govern- 
ment-owned facilities, where all of our commercial airplanes are built, 
the factory B, that Mr. Gross referred to, which is a Government- 
owned facility, and to the extent that we use 
that for commercial production we have a negotiated rental payment 
to make. 

Mr. Roosrvett. How would that rental compare with what it would 
cost someone who did not have that Government machinery to erect 
a similar piece of machinery ? 

Mr. Browne. You have to recognize this is just a proportionate 
cost of the overall facilities. So it is part of the total capacity. Our 
rental payment is running around $250,000 a year. But it is based 
pretty much upon the relationship of the original cost of the facilities. 
So I think it is somewhat related to what another party would have 
to pay for comparable use. 

Mr. Roosrvett. Has anybody ever done any actual figures on that 
that you know of? 

Mr. Browne. No, sir. 

Mr. Moore. I have one other question. Since you have apparently 
assigned personnel to handle this, which would be an internal small- 
business problem, or your relationships with the small-business con- 
tractors, does the individual that handles this within the scope of the 
parent company, and then within all the subdivisions—does he divide 
his time at all, or is this a specific assignment which he has within the 
company ? 

Mr. Wurre. Oh, he does other things. 

Mr. Moore. There has been some indication that perhaps as such 
he does not have the time to meet or converse with an individual who 
would like to submit his small facility for some of your work. T am 
wondering if that is the case, or whether that particular problem has 
popped up in your organization. 

Mr. Wurre. I don’t believe that it has ever happened in ours. I 
am sure that all of us are willing to see any vendor that wants to 
come in at any time, because we are always looking for sources— 
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either the buyers or the purchasing agents or the department managers 
or myself—we all see vendors a!l day long, and we are always avail- 
able for anyone who wants to contact us. 

Mr. Moore. I have no further questions. 

Mr. Roosevett. Mr. Chairman, I just have one more. 

Mr. Gross, I don’t know who should answer this, but what happens 
to your subcontractors when advance payments are reduced or cut 
off, and what is the company’s policy ? 

Mr. Gross. We have tried to keep our—even though we get cut off 
at the pocket ourselves, we have tried to keep up with the fellows. 

Haven't we, Dudley ? 

Mr. Browne. Yes. It has been our approach that the problem 
between the vendors and ourselves is our problem, and we are as much 
interested in his financial capability as we are in having the overall 
work performed. One of the greatest deterrents to our getting the 
work out is the vendors inability to finance himself, so we look at that 
very carefully, in other words, and help him get bank loans or Gov- 
ernment financing. That is one of the first things we do. So when 
the Government was talking about payment limitations, we viewed 
our responsibilities to bear that on the front end, but it didn’t change 
our position with respect to what we were going to do to our vendors. 

Mr. Gross. We might not have been able to see it through, but we 
were determined to try anyway, and we made no suggestion we were 
going to cut them down. 

Mr. Browne. I guess I ought to modify my statement to one extent, 
to the extent that we had among our subcontractors and vendor com- 
panies who were also primes and facing the problem first-hand our- 
selves, we are not trying to extend our capacity to them. We are try- 
ing to marshal all of our capacity to those who really needed it. 

Mr. Roosevett. Basically, however, it is an unsound Government 
maneuver, unless the Government, for some reason, actually has to 
do it,isit not? It isa thing to be avoided for the sake of the economy, 
for your efficiency and your subcontractors’ efficiency and everybody 
else’s? 

Mr. Gross. You mean to cut them off? 

Mr. Roosrvert. Yes. 

Mr. Gross. Oh, surely. 

Mr. Rooseverr. Thank you, Mr. Chairman. 

Mr. Steep. Well, gentlemen, we are very pleased and want to thank 
you for being here today, and your patience in waiting these long 
nours to appear. And we also appreciate the very thorough job you 
have done in providing us the information we have asked for. You 
have been very helpful. 

Mr. Gross. Thank you very much. 

Feel free to ask us some more if you want later on. 

T will be glad to get these figures and send them to you. 

Mr. Steep. Yes, if vou will, please. 

Mr. Gross. Fine. Thank vou very much. 

Are the representatives of Hughes here ? 

Will you identify yourself for the record, and then I understand 
you have a prepared statement. 
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TESTIMONY OF BARRY J. SHILLITO, HEAD OF MATERIEL, GENERAL 
OFFICE, HUGHES AIRCRAFT CO., ACCOMPANIED BY P. G. HART, 
MEMBER OF THE REGIONAL BOARD OF FIELD ADVISERS TO THE 
SMALL BUSINESS ADMINISTRATION 


Mr. Suiuiro. I am Barry Shillito, head of materiel at Hughes 
Aircraft Co.—head of materiel and genera] office. I have with me Mr. 
Hart, who is our small business representative, of Hughes Air- 
craft Co. 

I do have a prepared statement. And I might say that we are 
pleased to have the opportunity of coming here to talk to you gentle- 
men today. 

Mr. Chairman and members of the committee, we at Hughes Air- 
craft Co. have a very selfish stake in the purposes and achievements 
of your committee. Eighty-four percent of the suppliers upon whom 
we depend each employ less than 500 people. Reliability of product 
is the greatest single problem we face in the weapons systems busi- 
ness. We often, therefore, go to small businesses rather than large 
suppliers because the concentration they can bring to bear on a num- 
ber of items is so important. Quite often small companies can pro- 
vide us with more readily available facilities and frequently better 
delivery schedules. They are able to achieve a degree of product re- 
liability which might not be obtained from larger companies with 
highly diversified contracts. Still, large or small, we cannot ordi- 
narily get high product reliability from an ailing or apprehensive 
supplier. That, in a nutshell, is why anything you do to protect the 
health and stiffen the confidence of small businesses can be directly 
reflected in our proft and loss statement. 

Hughes Aircraft Co.’s defense contracts lie generally in three major 
areas. Our company is organizationally broken down into these three 
areas, also: 

1. Electronic armament control systems for all-weather interceptor 
airplanes of the United States and Canadian Air Forces. These are 
our first line of defense against the airborne H-bomb. Nearly all in- 
terceptor airplane guarding the North American continent carry @ 
Hughes developed and produced system. 

2. Air-to-air guided missiles of the Falcon series. These are manu- 
factured by us in Tucson, designed and developed by us in Los An- 
geles. These have been operational as a principal armament of the 
Air Defense Command for more than 3 years. 

3. Ground radar systems: Employing new inventions and tech- 
niques, these systems, developed and produced for both the Army and 
the Navy, constitute an important advance over previous radar 
systems. 

Generally speaking, the design, development, and production of our 
systems and our missiles are as necessarily complex as their missions 
are ultimately desperate. For example, one of our most advanced 
armament control systems contains more than 100,000 individual parts. 
Conceivably the failure of one of these parts could result in failure 
of a mission and the destruction of an American city. 

Paying out, as we did between July 1, 1956 and December 31, 1957, 
$173,848,000 to suppliers employing less than 500 persons, out of to- 
tal material payments of $320,400,000, we have an understandable in- 
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terest in the health of the small businesses which provide us with re- 
liable components. 

It must be pointed out, however, that supplier size—small or large— 
must assume secondary importance in arriving at our decisions on plac- 
ing procurements. Hughes Aircraft Co.’s policy, unless instructed 
otherwise by our customers, is to place material procurements with sup- 
pliers who can insure (1) top quality; (2) availability as needed; 
and (3) fair price, generally in the order stated. I can assure you 
we enjoy the reputation of being a demanding customer in all three 
categories. 

We are in a technological competition with Russia involving con- 
tinual change in the state of the art. This dictates that the materials 
we procure meet our specifications. If we can procure materials su- 
perior to our specifications at competitive prices—specifications which 
are themselves quite often more stringent than military specifications— 
so much the better. 

Of every sales dollar we received since July 1956, we have paid, in 
turn, 50 cents to suppliers. Small suppliers have performed so well 
in one behalf that 54 percent of these payments have gone tv busi- 
nesses employing less than 500. 

In answer to your specific questions, as outlined in the June 2, 1958, 
letter of the Select Committee on Small Business, the following is 
presented : 

1. The extent of use of Government-owned equipment by the large 
prime contractors: 

Hughes Aircraft Co. utilizes approximately $19 million in Govern- 
ment-owned or bailed plant equipment. 

Whenever it appears necessary for us to give consideration to 
suppliers involving the use of Government equipment in their pos- 
session, dual bids are obtained from the particular supplier, the one 
bid spelling out the price involved, using the Government equipment, 
the other advising as to what the price would be in the event Govern- 
ment equipment is not available to them. Our policy is that all sub- 
contracts involving the free use of Government facilities must receive 
prior approval of the Government Contracting Officer prior to award. 

2. Reported practice of prime contractors failing to subcontract 
equitably and thereby causing distress among smal] business members 
of the industry: 

It is assumed that in this instance “equitably” means fairly from a 
quality, availability, and price aspect. We believe Hughes Aircraft 
Co. has done everything possible in an attempt to assist small business 
in every way to become competitive. We do not give work to small 
businesses unless they are competitively the logical source. As prob- 
ably is the case with most larrer companies, we have a small business 
representative available at all times to answer questions regarding 
small business problems. In carrying out of our small business pro- 
gram, we make available displays, exhibits, and other aids in various 
geographic locations of the entire country. These are generally under 
the surveillance of the local chambers of commerce involved. : 

Within the past 12 months, as of June 1, we performed 525 quality 
and facility surveys of various companies in an effort to locate sunerior 
eanohbilities and establish alternate sources for items already designed. 


Of the firms surveyed, 452 employed less than 500 people. We attempt 





n- 


ve 
d. 
ct 
rs 


| 
| 


THE AIRCRAFT INDUSTRY 91 


to continuously help small businesses by suggesting ways they might 
improve quality, reduce cost, and speed deliveries. In our own self- 
interest, we have found it often preferable to procure from a sub- 
stantial, well-managed small company because of their scheduling flex- 
ibility and change-control capabilities. We do not, however, channel 
any set percentage of our business to small businesses. 

3. Impact of renegotiation on the industry: As you know, Hughes 
Aircraft Co. is wholly in the electronics business. The Electronic 
Industries Association has not taken what I interpret to be a strong 
position in favor of outright repeal of the Renegotiation Act. In- 
stead, they have been in favor of letting the Renegotiation Act expire 
concurrent with an updating of the Vinson-Trammell Act. The stand 
of EIA is not in conflict with the attitude of the Aircraft Industries 
Association, as expressed in their April 24, 1958, report. The AIA 
task group concluded that: 

The best approach, at this time, would be a single amendment requiring the 
Renegotiation Board to recognize the validity of contractual arrangements ne- 
gotiated in good faith, so that, if the earnings turned out to be within the frame- 
work established by negotiation, those earnings would not be considered ex- 
cessive unless the Board could demonstrate that those earnings were not the 
result of efficient operations, 

The AIA solidly supported the principles that no company doing 
business with the Government, however, should be allowed to make 
excessive profits. They also pointed out that the Renegotiation Act 
could impede technological progress. Hughes Aircraft Co. strongly 
feels that favorable consideration must be given at the time of rene- 
gotiation to those companies involved in extensive research and devel- 
opment. Hughes Aircraft Co. has endorsed the stand of the AIA. 

In summation, we sincerely believe that we are doing everything 
possible to insure fair treatment of all suppliers, large and small, and 
particularly to assist smaller companies to become competitive. This 
1s substantiated by the fact that Hughes Aircraft Co. in March 1947 
won the industry defense teamwork award for 1956, presented by 
the Strategic Industries Association in appreciation of our concern 
for the defense-contract problems of small business. It is believed ob- 
vious, since 5,100 of our 6,100 suppliers employ less than 500 people 
and over 54 percent of our payments for materials are presently going 
to these suppliers, that small bus‘ness plays an important part in the 
accomplishment of our prime contracts. 

Since it is the desire of every sound small business to become larger, 
it is an interesting fact that a number of companies with whom we 
have done business over the years started out as small business and 
are now considered big business. We feel that this could not have 
happened had we and other large concerns not assisted these com- 
panies with their procurement problems, progress payments, and 
other financial and technical assistance. 

Mr. Sreep. The record that we have had up to date shows that in 
the last several months there has been some rather severe impacts on 
the industry as a whole in terms of military cutbacks and ups and 
downs of the volume of work available. What has been your company’s 
experience? Have you been able to mainta'n a pretty fairly steady 
volume of work, and has the number of your employees remained 
very steady, or have you found it necessary to make some severe lay- 
offs? 
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Mr. Suittrro. We have, sir. In fact, our employment records have 
been quite steady. The only problem area we found in this regard 
happened to be in our Falcon missile line. The production rates, I 
believe, are classified as regards the missile production. But, in 
early 1955, these rates were to have increased by a factor of 4. This 
happened in late 1955, early 1956, on through 1956. 

In 1957, after these rates had actually gone up by a factor of almost 
6, they came down by almost the same proportion. Different missiles 
were injected, of course, and the complexity went up in the particular 
missiles now in production. But, as a result of this, we are finding 
it necessary to phase out 3 of our 15 major suppliers in our Falcon 
missile component production. But this is just about the extent 
of that which we have had to bring back. 

Mr. Streep. You did not have, then, too much of an impact on the 
broad base of your small subcontractors? 

Mr. Suituitro. No, sir. 

Mr. Roosrveit. Mr. Shillito, I think you said that you require dual 
bids, one bid spelling out the price using Government equipment, the 
other advising as to what the price would be in the event Government 
equipment is not available. ow you any figures as to what the re- 
sults are in those two different bids, how much difference there is 
bet ween them ¢ 

Mr. Suuuiro. No,sir;I donot. I donot think 

Mr. Roosevett. Could you get it for us ? 

Mr. Suiuito. I believe I could. 

Mr. Roosrvett. Could you give us a cross section of a few? It 
would give us some indication as to what happens when a Government 
facility is available. 

Mr. Suriuiro. I would venture to say—I am strictly sort of “guessti- 
mating” here, if I may, that we are probably not talking of over 50 
to 60 of our suppliers that would belong in this category. As to what 
this difference would be, I am not quite sure. I would have to check 
this. 

Mr. Roosevett. What we will try to do, eventually, is to get to some 
figure as to how important this is in the overall economy to small 
business. I presume that that report will also show what fee is 
charged, or what five is being paid, for the use of the Government 
facility. That would show up in that bid, would it not ? 

(The material referred to follows :) 





HucHeEs ATRcraFt Co., 
Culver City, Calif., August 1, 1958. 
Hon. Tom Streep, 
House of Representatives, 
Washington, D.C. 


My Dear Mr. Steep: As you recall, at the June 27 meeting of Subcommittee 
No. 4 of the House Small Business Committee, your committee requested that 
I accumulate data on the use of Government facilities by our suppliers. Our 
dual-hid policy, as applicable to the use of Government facilities, has only been 
in effect at Hughes Aircraft Co., for the past few months. In fact. you will 
recall that I mentioned to your committee that the data which we would have 
available would, undoubtedly, be quite limited. 

The vast majority of facilities used by our suppliers are in the manufacture 
by them of major subsystems or end items for us. However, very few maior 
end-item procurements have been made in the past few months, despite the fact 
that we negotiate millions of dollars of these type procurements annually. In 
fact. we have only one instance in which dual-bid data was received. This was 
in the procurement of a computing sight from A. C. Spark Plug in Milwaukee. 
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In this instance, the supplier quoted $2,235 each if he were allowed the use of 
Government facilities in his possession or $2,249.22 each if he were not allowed 


to use this equipment. The total dollars difference would have been approxi- 
mately $16,651, as 1,171 sight heads are being procured. 

As you can appreciate, in a company such as ours it often takes some time 
after a policy is established for the effects of it to be felt. Attached for your 
information is a copy of our policy on this subject. It is hoped that by the first 
part of 1959 we will have sufficient data on the subject of dual bids to properly 
reflect the results of the attached policy. For your information, also attached 
is va a which our materiel managers will be filling out quarterly on these 
type bids. 


In view of the foregoing, it would be appreciated if we could defer forwarding 
to you the various data on this subject until early 1959, when much more com- 
prehensive information should be available. 

Sincerely yours, 
Barry J. SHILLITO, 
Head of Materiel, General Office. 

Mr. Suitirro. Yes, it would. We have, to my knowledge, not had 
an instance when a source has been rejected because they happened to 
have Government facilities. In other words, I am saying that just 
because maybe their price happened to be a little lower, part of it 
might have been caused because they had Government facilities, To 
my knowledge, I do not think there has been one turndown in this 
area, 

Mr. Roosrverr. What I would be interested in doing with you is 
seeing at what point, where you have a list of suppliers, at what point 
it shows that the successful bidder is the bidder who has the Govern- 
ment facility as against those who do not. 

Mr. Sriurro. Correct. 

Mr. Roosevett. That is all, Mr. Chairman. 

Mr. Steep. Mr. Moore? 

Mr. Moore. I only want to say it would appear from the statement, 
and the matters contained therein, that perhaps your organization has 
made a particular point to deal with the people who are nominally 
considered small business, which I think is commendable. The manner 
in which you handle those contracts, where the bidder is one which 
has Government facilities, as opposed to one which does not have, is 
also commendable. Other than that, I have no further questions. 

Mr. Roosrverr. Mr. Chairman, may I ask one more question ? 

In the matter of sealed bids which we discussed previously 

Mr. Sutiiiro. I was afraid you were going to ask that. 

Mr. Roosrvert. Would you care to make a comment on that ? ' 

Mr. Srtixrro. Yes, I can. It so happens that we are experimenting 
right now in one of our divisions with a sealed bid room, if you will, 
and we are taking this down to a particular level of dollars, as to where 
these particular sealed bids will fall. In other words, the small dollar 
procurements, the 1, and 2, and 10, and 15, and 20, that one of the 
gentlemen was talking about here today—it is just not economically 
sound to think in terms of sealed bids there. 

We don’t have a sealed-bid policy as such at this point. As I say, 
we are experimenting with this right now, and I am sure that only a 
portion particularly of our larger purchase orders will fall into the 
category of this sealed bid look-see. The chances are, though, this 
could be as much as 75 percent of our material dollars. 

We do operate in a way in which written bids when received do 
not come directly back to the buyer who places the request for a quote. 
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Bids are received by a general purchasing agent or a purchasing agent,, 
possibly, and are recorded by him, and then turned back to the buyer 
who places the work. In other words, someone else sees the bids, 
records the bids, turns these over to the individual who then makes the 
buy. We feel as though this does give us the necessary check and 
balance. We do have continuous audit of our purchasing groups by 
both the material general office and also by our internal audit group 
which, in turn, we feel, assures us that these things stay in the proper 
channels, if you will. 

Mr. Roostverr. How much Government supervision of that is there ¢ 

Mr. Suiuiro. We have an approved purchasing system, as far as 
the Air Force is concerned, that we operate under their general sur- 
veillance, but with the exception of certain types of purchase orders, 
and continuous spotcheck audit on their part, if you will—we have 
the authority to operate our own purchasing system. 

This does not go quite into the same detail in our Army and Navy 
procurements, but, generally speaking, we operate our own purchas- 
ing operation in this area, too, although the major portion of our Navy 
and Army procurements do receive sign-off by the Army and Navy 
to a much greater degree than our Air Force procurements. 

Mr. Roosevett. Mr. Hart, how much use do you find the Small 
Business Administration is in cooperating with you, in making avail 
able to small business information as to what you may have available 
for subcontracting ? 

Mr. Harr. Well, in my operation, all inquiries from small business 
are referred to me. And then I decide which one of our divisions the 
small business could best be interested in. And then I contact a specific 
individual in this division and see that the small-business applicant 
is turned over to him for attention. And then I maintain a followup 
to see that after he has filled out the necessary forms as to his fa- 
cilities, his financial statements, and so forth, if it is deemed desirable 
to conduct a survey, a physical survey of his plant, I see that that 
is taken care of. Then he can in that way get on our approved 
vendors list. And it is from this approved vendors list that vendors are 
picked to bid on certain projects. 

Mr. Roosrve.tt. Now, you say you make your—I think you said 
that you give to the chambers of commerce ‘in various areas the in- 
formation and so forth. What I was trying to get at is we have set 
up a small business administration office on a regional basis in vari- 
ous areas. I am trying to find out what value that has as against 
the chamber of commerce cooperation that you get. 

Mr. Harr. Well, the Small Business Authority in Los Angeles, 
for instance, is of inestimable value, in my mind, to small business, be- 

cause that is the only thing they are interested in. The chamber of 
commerce, of course, is interested generally in the prosperity of the 
region. But there are so many facets to their interest. Whereas the 
Small Business Administration is concerned only with promoting the 
interests of small business. 

We work closely with Mr. McLarnon. I am a member of his re- 
gional advisory committee. And we also work closely with the service 
representative, Mr. George Burns, of the Air Force. They feel free, 
I know, at any time, to ‘call on us to make exhibits in the meetings 
called by the various chambers of commerce. I can think of several 
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of them. I can see Mr. Burns over there now. He recently asked 
me to have 1 in Van Nuys 1 day and San Diego the next day. And 
we make it a point to do everything we can to comply with these 
requests. I don’t know of a time when we have ever had to refuse a 
request that was at all reasonable. 

We, of course, do not participate in areas of the country where 
there are not capabilities for the type of product that we need. 

Mr. Suiurro. Generally speaking, Mr. Roosevelt, maybe we should 
not have said chamber of commerce in this instance as such, because it 
so happens that in practically every instance that we are referring to 
here, the various small-business groups are working in conjunction 
with the chamber of commerce. This is always the way this develops. 

Mr. Roosrvett. In other words, you think that the money that we 
are spending for small business aid is money well spent? 

Mr. Harr. I personally think it is, Mr. Roosevelt, yes. 

Mr. Roosgvetr. Mr. Chairman, may I just simply add, the Hughes 
Co. is a constituent of mine, and I have reason to know they are very 
highly regarded by the small-business community within my own dis- 
trict. I think the figures that they have given here bear out the fact 
that they have made great efforts to try to help the small business 
community. 

Mr. Streep. Mr. Moore? 

Mr. Moore. No questions. 

Mr. Streep. Well, gentlemen, we are very appreciative of your com- 
ing here today and cooperating with us. We appreciate very much 
the information you have given us. 

We will recess now until 9: 30 tomorrow morning. 

(Whereupon, at 5 p. m., the committee recessed, to reconvene at 
9: 30a. m., Saturday, June 28, 1958.) 











THE AIRCRAFT INDUSTRY 


SATURDAY, JUNE 28, 1958 


Houser or RepresENnTATIvEs, 
SuspcoMMITTEE No. 4 on Arrcrarr INpusTRY, 
OF THE SELECT COMMITTEE ON SMALL BUSINESS, 
Los Angeles, Calif. 

The subcommittee met, pursuant to call, at 9:30 a. m., in Courtroom 
No. 10, United States Courthouse and Post Office Building, Los An- 
geles, Calif., Hon. Tom Steed (chairman of the subcommittee) pre- 
siding. 

Present: Representatives Steed, Roosevelt, and Moore. 

Also present: George Arnold, special counsel for the subcommittee, 
and Katherine C. Blackburn, research analyst. 

Mr. Steep. The committee will come to order. 

The first witness today will be the representatives of the Douglas 
Aircraft Co. If they will come forward, please, the committee will 
be pleased to hear from you at this time. 

Mr. Douglas, if you will identify yourself and your associates for 
the record, you may proceed in your own way. 


TESTIMONY OF DONALD DOUGLAS, PRESIDENT, DOUGLAS AIR- 
CRAFT CO., ACCOMPANIED BY D. J. BOSIO, DIRECTOR OF 
MATERIAL; M. A. KAVANAUGH, ASSISTANT TREASURER-CON- 
TROLLER; AND J. T. MacDONALD, ASSISTANT TO THE VICE CHAIR- 
MAN OF BOARD 


Mr. Doveras. I am Donald Douglas, Jr., president of Douglas Air- 
craft Co., and on my left, Mr. Don Bosio, director of material; on 
my right, Mr. Martin Kavanaugh, assistant treasurer-controller, and 
Mr. Jim MacDonald, assistant to the vice chairman. 

Mr. Steep. Do you have any prepared statement ? 

Mr. Dovetas. I have a very short prepared statement, Congress- 
man, and then I thought we could answer questions for you. 

Mr. Chairman and gentlemen, I can assure you it is a privilege to 
appear before you and I sincerely hope that I and my associates here 
with me can give you some information that will be helpful in your 
efforts to assist smal] business. 

I do not wish, and I am sure you would not want me to, burden 
you with a lengthy statement on the subject. With your permission 
I will make a few general remarks and then submit to your questions. 

For those answers that require statistical or procedural information 
or related to detailed practices I would like to call on Mr. Bosio, di- 
rector of material, Mr. Kavanaugh, and Mr. MacDonald, assistant to 
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our vice chairman. I would like to confine my replies to company 
policy. 

The Douglas Co. policy, since it became big business, has over the 
years dictated that we use small-business concerns to the maximum 
when they are capable of performing the work required and are com- 
petitive in cost. 

Unlike many industries, the aircraft manufacturing business has 
been dependent upon small business for its very life. Without small 
business we could have never performed the tremendous tasks of 
World War II and Korea, nor the extreme requirements of the jet 
age, of missiles, rockets, and the space era. 

I repeat, we have always had a broad small-business base and will 
continue to utilize the capabilities of small concerns in the future. 
However, this is becoming increasingly more difficult and I think you 
gentlemen should know why. 

For one reason—administration of the Renegotiation Act dis- 
courages the placing of work outside. It has penalized the manufac- 
turer who subcontracts to any extent. It has said to big business and 
it has said many times to many companies that because you use many 
concerns in the accomplishment of your work, you are not entit led 
to the same profits as you would be 1f the work was accomplished in 
your own shops. 

I can say to you that as long as such a philosophy exists, it will con- 
tinue to develop a climate that is unfriendly to small business and 
discourages the placement of work in little shops. 

I will not belabor this point because I know the subcommittee 
has been inquiring into this matter in detail. I mention it only for 
whatever cumulative emphasis it can serve in your work. 

And again thank you very much for this opportunity to be of 
service. 

Mr. Sreep. Mr. Douglas, in that connection, I am familiar, of 
course, with what the industries’ position is, which is the same as 
yours. 

Would you care to make any comment as to how you feel about the 
ability, at this advanced stage of the industry, to protect the tax- 
payer against excess profits and that sort of thing by your ability to 
project costs and things like that so much better than you used to do it. 

Mr. Doveras. Well, I think the best example I can give you in the 
1954 case, which I spent a day arguing with the Renegotiation Board, 
as did Mr. Kavanaugh, who was with me at the time—our contracts, 
when you took them all together, some higher and some lower, on our 
bid basis, depending upon the type of contracts, averaged out about 6 
percent. 

We bid a little bit more than 6 percent as a total average in the 
Douglas Co. We came out 6.14 percent. We do not consider this 
evidence of excessive profits. 

We do not think the Renegotiation Act is being administered in the 
intent of the language of Congress. The intent of Congress was for 
windfall profits and excessive profits. We say the Renegotiation Act, 
and are attacking it in the Tax Court both in 1953 and 1954, the only 
times we have ever been judged against in the present act—on the 
basis that they are doing a double negotiation. 
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They are saying notwithstanding the fact that the Government 
emote with us was say for 6. 14 as an average of all our con- 
‘acts—they say we are going to make 5.6, arbitrari 





one single reason I can understand why they are going to drop us 


to 5.6. 

But they list a group of items that they say are marked against you, 
and one of the items marked against you is the percentage of sub- 
contracting. And yet we made no more money than our contracts 
allowed us. 

Now, whether you have to go back to the Vincent-Trammel Act, or 
whether the administration has to be straightened out on renegotia- 
tion—we think in the present renegotiation policy, the shoe is on the 
wrong foot. 

In other words, they are not proving we have made excess profits 
by some windfall. They are just arbitrarily setting a profit limitation 
at. what they arbitrarily set, not what the contract said. 

Now, I think if you can take a company as broad as Douglas, which 
has the greatest diversion figures of any company in the business, 
as far as doing business with the Army, Navy, and Air Force, and you 

can come out at the end of the year right on the money, so to speak, 
on a total across-the-board average with what you negotiated your 
contracts, then I don’t see we needed to be renegotiated, frankly, and 
I think there are simple procedures that could be set up to look for the 
windfall. 

Now, we, in Douglas, as many manufacturers, when we do see a wind- 
fall situation— I can’t say we have never had them, because there are 
times when you don’t know a contract—always s giv e the money back 
long before renegotiation. 

We have given millions of dollars back to the Government, long 
before we get into renegotiation, when we have made a bad bid. 
That has only been because both the Government and ourselves have 
gone into some area where we just didn’t know. But the bidding pro- 

cedures and practices of today are so much more accurate than World 
War II, and in World War ‘II we only had 1 year, 1941, which we 
renegotiated under the old act, and never since 

We went along in 1946-52, and then all of a . sudden in 1953 the roof 
fell in, because they started administering it, we think, much differ- 
ently. 

Mr. Streep. Well, is your experience with them about the same as 
some of the others have been on the timelag? 

Mr. Dover As. Yes, sir. 

Mr. Steep. And time to get settlement of your renegotiation prob- 
lems ? 

Mr. Dovetas. Yes, sir. Last year we were assessed $6 million under 
1953, and this year we were assessed $6 million under 1954. 

Mr. Streep. That long time—assuming that you have to be renego- 
tiated anyway, what is the effect of that timelag being so extended ? 
Does that create any additional hardships over and “above what it 
normally would be if it was current ? 

Mr. Dovetas. Well, it could. It depends upon your earnings. If 
you have a bad earning period, it is rough; yes. 

I mean our earnings in 1958, for instance, are going to be quite 
substantially less than 1957, and our earnings in 1959 are going to 
be very low, because of our transition in our commercial business. 
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So, having to get assessed, so to speak, 4 or 5 years after the fact 
can be very disastrous when you are in a short cash position in some 
other year ; yes. 

Mr. Streep. On a percentagewise basis in your Government work, 
how much of a factor has the missile-type contract become in your 
company ? 

Mr. Doves. Well, it is a tremendously growing factor. I think 
last year it was about 25 percent of our total military business. This 
year it will be about a thir¢, And we will probably be at a 50-percent 
factor in a year or two. 


Mr. Srerep. Is most of your missile work in the research and de- 
velopment field ? 
Mr. Dove as. No, sir. We are the largest producers of production 
missiles in the country, although we have a tremendous lot of research. 

Mr. Steep. Have you had a chance to make any study to see what 
the subcontracting situation in that type work is as compared to your 
aircraft-type work ? 

Mr. Dovetas. I would like to have Mr. Bosio answer in detail. We 
do not procure separately, like Lockheed testified yesterday. We have 
a central procurement, and use the s same type of procurement policies 
across the board for the DC-8, for the military airplanes and missiles. 

Mr. Bosto. Our purchasing is localized centrally for the west-coast 
plants. We apply the same policies of procurement for military work. 
missiles, or commercial. And we cannot break out the various facets. 
However, you have a sort of a feeling for the amount of work that 
is going through, because you know each project quite intimately, and 
I would say that the percentage of subcontracting on the missile work 
currently is a little higher than on the aircraft. 

Mr. Sreep. We have had a lot of complaint and discussion from 
time to time about Government-owned facilities. Has there been 
any substantial change in the amount of Government-owned facilities 
your company has been using in the last 2 or 3 years? 

Mr. Doveras. Well, we are one of the heav jest capitalized in facili- 
ties of anybody, and it is going up by leaps and bounds. The only 
substantial Government facilities that we have received in the past 
few years have been in the research and development or test equip- 
ment side. We have practically had no change in our brick and 


mortar for some years. And we are, also, substantially spending 
tremendous sum of money. 


Mr. Kavanaugh, do you have some figures there ? ; 

Mr. Kavanavucn. Our testimony in the Hébert committee hearing, 
we showed that we had Government facilities of $167 million, and our 
own facilities were $67. Today, Douglas-owned facilities are $111, 
and Government-owned facilities are “$004 million or $205 million. 
So. the difference is the increase since that period. 

Mr. Streep. I see. 

Mr. Roosevelt ? 

Mr. Roosevert. Mr. Douglas, is it your feeling that there is in 
existence today sufficient regulations, not in renegotiation, but in the 
actual bidding arrangements, to prevent excess profits? In other 
words, you would actually think we would repeal the renegotiation 
law. 
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Mr. Dovatas. I, personally, do. I think that it would be in the 

best interests of the public to have some overall act, like the Vinson- 
Trammell Act was, and I, personally, think that the military services 
do an excellent job of procurement, and that it would be extremely 
difficult, so to speak, to get away with excess profits. 
_ Imean we are constantly being negotiated. Every year the pressure 
is on us, and the ae uted is extremely tight. And every year we 
are having to come down the learning curve and cut our prices very 
substantially. 

_I think one of the best examples of that is our B-47 Iran modifica- 
tion business at Tulsa, where we started out on a cost-plus-fixed-fee 
basis and now we are on a flat-price basis, and we have every year 
negotiated a lower and lower price. 

And I think the basic competition today is so tough that you are 
negotiating at very close margins. And I don’t think, personally, 
the gain is worth the amount of effort that goes into it. 

And, although we have not changed our procurement policies, I 
must keep reiterating that the pressure on us to say that because you 
subcontract heavily you should lose a percentage point of profit 
certainly is a deterrent in the back of your mind every time you want 
to release a subcontract or go to buy from small business. It can’t 
help but be. 

I mean we are human, and, if somebody is going to take our profit 
away from us, we are not going to want to spread it around as much 
as if they didn’t. 

Mr. Roosrverr. And you would agree with Mr. Marschalk’s testi- 
mony yesterday that the method of renegotiating really keeps you 
from doing subcontracting, or would tend to, rather than encouraging 
it. 

Mr. Dovenas. It doesn’t keep us from. But I say it certainly is in 
the back of your mind as they keep putting these factors against 
you—you are certainly going to do everything you can to change those 
factors so you get your full profit margin. 

Mr. Roosrveit. The question of Government owned or leased equip- 
ment—the contention was made yesterday that where a small busi- 
ness might be a competitor of yours on bidding for a prime con- 
tract, and you had Government-leased or Government-owned equip- 
ment, they were at a distinct advantage. Would you be willing to set 
up some kind of method which would equalize that, so that, in the bid 
whatever advantage you had from a Government owned or leased 
property, this became the same figure in the bid? 

Mr. Dovaeras. Well, actually, very honestly, if you want to have us 
pay rent on facilities, we are not unwilling to do it. In fact, we did 
this at one time with the Navy. But, actually, you are helping in- 
crease our profit, because when you set up your elements of cost, in 
your overhead, if you do not have a depreciation account or do not 
have a rent account, your overhead is, therefore, lower and your per- 
centage of profit is, therefore, lower. 

Mr. Kavanaven. Dollars of profit. 

Mr. Doveras. Dollars of profit. So, if you actually let us put an 
element in the cost of paying one branch of the Government for the 
rent, when we came around to negotiating the other branch of the 
Government we would have a higher profit. Now, the Navy went 
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through this and decided this did not make any sense. We were pay- 
ing the Navy at El Segundo a rent. They decided this did not make 
any sense. We were making a profit on them, really. 

Mr. Roosevett. On the other hand, if it does give you an advantage 
in bidding on the contract as against the person who does not have 
it, it would seem that that was an unfair proposition, too. 

Mr. Dovetas. My own personal opinion, Congressman, is that (a) 
we are not generally bidding against small business prime to prime. 
Although this, you might say, is a slight advantage to the Douglas 
Co. in their bidding, we think that the balancing effects on over- 
head elements are much to the advantage of smal] business. 

We have to carry hundreds and hundreds of people to understand 
Government regulations, paperwork, systems, and interpret all this 
for our small business people and our subcontractors and really tell 
them how to do a lot of things because very frankly they don’t have the 
legal and contract staffs and things like that. 

And we think if you take the overall, that the difference in a ver 
few percentage points in our overhead for Government facilities that 
we are using versus all of the services that we give our subcontractors 
and small business, that the balance is on their side. 

Mr. Roosevett. Well, now, is there any way we could get any factual 
statistics on just what those percentage points of overhead and so 
forth are, so we could have an objective look at the picture? 

Mr. Dovetas. I could ask our gentlemen to, for instance, give you 
what percentage points we put against ourselves on our own facilities, 
and you will see that it isa rather small leverage. 

What is that, Mac, or Kavanaugh ? 

Mr. Kavanavenu. Well, to answer that question, we pay rent when- 
ever we use Government facilities for commercial work. 

Mr. Dovetas. What items in overhead are our depreciation on our 
facilities? 

Mr. Kavanaueu. We depreciate buildings at 3 percent, and we de- 
preciate machinery at 8 percent. 

Mr. Dove.ias. And land at zero. 

Mr. Kavanaven. And land at zero. But when we have to pay 
rent for the use of Government facilities, we have to pay 5 percent on 
land, 8 percent on buildings, and 12 to 15 percent on machine tools. 

Mr. Doveuas. That is when we take, for instance, part of the Long 
Beach facilities in building our DC-8 and actually rent from you 
people. 

We pay about three times on the average more than we pay ourselves 
on our own facilities. 

But the point I am trying to make is if you get back to the main 
item 

Mr. Roosevett. If I may interrupt you there, that is on depreciation. 
However, you do save yourself the capital outlay that you would 
have to put into it; isn’t that correct ? 

Mr. Dovetas. That is correct. 

Well, whether we save it or whether we don’t have it 

Mr. Roosrvett. You might not have it. 

Mr. Dovexas. But the point I am trying to make is when we have 
to depreciate buildings over 3314 years, or 3 years, and that is one of 
the big items, that 3 percent, in my mind, is a very small percentage of 
the items of overhead that the small-business man doesn’t have. 
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I mean, we think he has maybe 20 or 30 points of overhead, where 
the large companies give him the kind of support, technically, policy- 
wise, contractwise, and legalwise, that we advise him all the time, 
to help him do his business—if he had to become that self-contained, he 
would be closer to our overhead, where he actually is in many cases 
under our overhead. 

Mr. Roosrvettr. Of course, that is really a question of trying to com- 
pare things difficult to compare. He might not agree with that. 

Mr. Dovetas. I know. 

Mr. Rooseverr. And I suppose it would be more true of the smaller 
companies you would help, and less true of the larger ones that could 
atford—or let’s say the medium-sized ones that could afford what they 
would consider adequate facilities to prepare themselves to bid. 

They wouldn’t be dependent upon you. 

Mr. Dove.as. Yes, sir. 

Mr. Roosrvert. Now, in the question of small business allocations, 
there were two points brought up yesterday which I would like to get 
your opinion on. 

One is the question of sealed bids—whether you think they are 
feasible, or what are the disadvantages to having the small business 
allocations, which you do, come in on a sealed bid basis. 

Mr. Doueuas. We absolutely think it is impossible, but I would like 
to have Mr. Bosio not only tell you why he thinks it is impossible to 
do sealed bids to smal] business, and would actually probably do them 
harm, but actually how he answers another question you brought up 
yesterday, and that is how do you let a new fellow in, or do you get 
kind of going down a road and the other fellow never gets in. 

And he can explain our procurement policy on that. 

Mr. Bosto. The volume of work that we handle in the procurement— 
the total number of the purchase orders—is so great that sealed bid 
procedures would slow the thing down to practically a standstill. 

On the biddable items, however, we do 

Mr. Roosrvett. Could you explain to me why that is so? 

Mr. Bosto. Well, I think the reason sealed bids would slow down 
is that many of the items we go out to get bids on need evaluation for 
other factors than price alone. If you wait until the bids are all in 
at a given date, and then start your evaluation, you have lost all that 
time. 

We like to have the evaluation go in as quickly as the bids come in 
so that we can make the determinations by the time the last bid gets in 
so that you can make your final determination of where you are going 
to place the procurement. 

Now, in order to protect ourselves on that, all of our bids come in 
through a mailing system, where they are date stamped in. We keep 
control of the dates on the bids, so that periodically we can review the 
bids on repetitive business, and if the bide are going to the same con- 
cerns all the time, then we take the bidding away from that De ween 
buyer, we put it into a special group for analysis, to see if this par- 
ticular vendor is still the low bidder. We also have a policy that 
periodically, at prescribed times, we have the buyers go out and get 
competitive bids again on the items that repeat. 

We always take the 2 high bidders off the top of the list and add 2 
new bidders on at the bottom, in order to test the market, to see if the 
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market is going along, and to determine if new bidders are at a better 
competitive advantage than others. 

And by this method we think you get a much better cross section of 
what the competition is on the outside, and what the different vendors 
are doing. 

Mr. Dovetas. Boz, don’t you have some numbers as far as volume? 

Mr. Bosto. We place about 1,500 purchase orders a day, and this has 
continued now for the last 3 years. 

Mr. Roosevett. Do you have any figures as to where you would have 
a breakdown on size? For instance, yesterday we had a gentleman in 
here where it certainly won’t pay to have a sealed bid on those small 
orders. But would it be possible on some of the larger bids to have 
that in order to eliminate this? Because I think you will admit there 
must be some degree of human element in here. 

Mr. Bosto. Well, in order to again block the human element, all 
purchase orders of $25,000 or over must be approved by the buying 
supervisor. The bids must be surveyed and approved by the buying 
supervisor. 

If they are over $50,000 they must be approved by the purchasing 
agent. 

If they are over $100,000 they must be approved by the purchasing 
manager. 

Mr. Roosrvetr. You mean of each division ? 

Mr. Dove tas. Any kind. 

Mr. Bosto. Any kind; all of them. 

Mr. Rooseverr. And this supervising personnel is in that division, 
or it is reviewed at the higher level on a central basis? 

Mr. Bosro. Well, as it goes up to the purchasing manager, above 
$100,000, then those above that all come into our office, and we review 
all of the ones above that. 

Mr. Doveras. We have a central purchasing—kind of a general 
office purchasing for all of the plants, so each plant cannot purchase. 

So every order in these categories $25,000, $50,000 and $100,000, are 
reviewed. 

Mr. Rooseverr. What other percentages do you now allocate on 
missile business to small business ? 

Mr. Bosto. Well, we can’t give it to you by missile. We keep it 
only by overall. 

Now, the reason we cannot break it out is that the maintenance, 
repair, and operating supplies, plus our stock item accounts, are Doug- 
las financed and are allocated upon issuance, and not upon purchases. 

Mr. Roosrevetr. Now you have lost me. Explain that to me. 

Mr. Dovetas. In other words, it is our dough buying it. 

Mr. Bosto. We buy it, put it into a common inventor y, because it 
becomes very difficult to estimate requirements, and it is maintained 
on a usage basis rather than a stated requirement basis. 

We buy it into a common inventory, and at the time we issue it to 
a contract, it is charged to that contract. We finance those inven- 
tories. But we maintain the records of how much we have done with 
big business and small business. 

I might quote you the figures here for 1957. 

In 1957 we dealt with 11.279 sources of supply, of which 9,311 were 
small, or 82.6 percent; 1,968, or 17.2 percent were large. We dis- 
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bursed $614,875,000. Of that, $208,443,000 was disbursed directly to 
small-business concerns. 

Mr. Roosevetr. Now, you use what definition of small business ? 

Mr. Bosto. 500 employees or less. 

Mr. Dove.as. That is 33 percent, is it? 

Mr. Bosto. That is 33.9 percent. 

Mr. Dovetas. By dollar. L 

Mr. Roosevert. You remember 2 years ago we had a little discus- 
sion as to the type of firm that might be involved. What have you 
done to solve that problem ? Ke, ( 

In other words, if you remember, I think we found a subsidiary of 
the Aluminum Company of America. The subsidiary had less than 500, 
and you listed it as small business, to which I took exception. 

Mr. Bosto. I think that was North American. 

Mr. Roosrvetr. I absolve you. But I would like to know what you 
do to stop the same thing from happening. 

Mr. Bosto. Well, after our last meeting, I went back and we in- 
stalled a new procedure where we resurveyed all of our sources of sup- 
ply, and wrote a letter to each one of them and said this: 

Additionally, our company is required to maintain files and statistics on a 
basis relative to the current size of our sources of supply. It is necessary, there- 
fore, that we request if at any future date the status of the number of em- 
ployees in your organization changes to the extent that by definition your classi- 
fication would change from small business to other than small business or 
vice versa, your company notify Douglas accordingly in writing mcrked for the 
attention of the Director of Materiel. 

We have put this system into effect, and our statistics are now up 
to date, so that we get notification from the vendors as they change, 
either from large to small or small to large. 

This is all put on tabulating, and we get tabulated reports from our 
tabulating division to keep it up to date. 

Mr. Rooseverr. That still doesn’t help me, though. If one of the 
vendors isa subsidiary of a large corporation 

Mr. Bosto. Well, the instructions that we give them is in the De- 
partment of Defense small business is classified as one which, includ- 
ing all of its affiliates, employs in the aggregate fewer than 500 
persons. 

Other than small business, one which including all of its affiliates, 
employs in the aggregate, more than 500 employees. 

We explain this very thoroughly in this letter. You might take this 
letter. 

Mr. Roosevevr. It is a very good step forward, and I appreciate the 
fact you have made those changes. 

Mr. Bosto. We have tried. And I might show you the previous 
figures for 1955. And as you said, there probably were inaccuracies 
before. However, I believe that the inaccuracies were relatively small. 

In 1956, we did business with 10,314 sources of supply, of which 
8,473, or 82.2 percent were small. 1,841, or 17.8 percent were large. 
We disbursed $526,613,000. $155.351,000 or 29.5 percent, went directly 
to small business. 

Mr. Doveras. The percentage has gone up about 4 points, 4 per- 
centage points in the last year. 

Of course, in this missiles field a lot of them change. I mean, we 
give them business and then they are not smull any more. I mean, 
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as the Thor and these other programs grow, some fellow that may have 
come in with a real good idea and started out with us in the develop- 
ment, as he starts to get production, he may flop over from the 500 and 
above, and we keep track of that. 

Mr. Bosto. So far this year, or rather for the first 4 months of this 
year, we have disbursed $210,812,000 of which $64,344,000 or 30.5 per- 
cent has gone directly to small business. 

Now, by further surveys of large concerns we do business with, a 
goodly portion of their expenditures go to small-business concerns, 
and so on through the chain of first, second, and third tier of subcon- 
tractors. 

Mr. Roosrvenr. Well, I think you have done a good job on it, and 
I am very happy to see it. 

I have one last question, Mr. Douglas. I don’t know whether you 
want to answer it or one of your group. 

There has been a good deal of complaint from the small-business 
community that they were unable to maintain themselves due to the 
difficulty that they find themselves in in the financing end of it, that 
there is not a capital market available to them—their general prob- 
lems in the financial fields were more diflicult than they would be for 
big business with established credit. 

In view of the fact that the aviation industry does depend so largely 
on small business as you said, do you think we are on the right trac 
in trying to provide additional equity markets for small business so 
that they may be able to finance themselves properly, especially in 
view of the results which you were able to see of what happens if the 
Government does put out, whatever you want to call them—progress 
payment stoppages—which probably affects small business—you prob- 
ably think it affects you, too, but it probably affects them as much if 
not more. 

Mr. Dovenas. Well, I am not an expert on the problem of equity 
needed for small business, but I might say this. We have certainly 
found in the past many, many sm: all businesses have ve ry high tech- 
nical capability in the gyro field, all kinds of fields, that are certainly 
underfinanced badly. 

And many times we end up helping them finance, not because we 
are thrilled by the idea, because we have such a terrific cash drain, 
but maybe because we have to keep them going. 

Mr. Roosevert. And that basically is not a sound solution to the 
problem. You should not be in the financing business, should you? 

Mr. Dovexas. That is right. 

Now, in this whole problem of Government progress payments and 
everything else, we have not passed on any of this problem to the 
small business. 

The only time we have ever passed it on is when we are subcontract- 
ing to a fellow who may be wealthier than us, so to speak. I mean, 
we hate financing United States Steel and some of those people, al- 
though we found ourselves in some cases actu: lly doing that, because 
they were subsidiaries, by Consolidated Western and people like that, 
and we were actually sending them progress payments in some cases 
where we did not have the money ourselves. 

I would say one of the biggest problems with small business that 
has not come out yet in my opinion—and there was a question yester- 
day, and that was about these cutbacks. Although the cutbacks have 
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not been too terribly severe as far as we are concerned, changes in 
the program have an accumulative effect on the small-business man 
that is even more disastrous than to us. 

And certainly anything that gives program stability is saving, in 
my opinion, the Government money, and is saving a lot of small con- 
tractors some real headaches. 

And I think Mr. Bosio could tell you of how major changes in the 
rate of production have a multiplying factor with the small busi- 
ness man that is quite disastrous sometime to him. 

Mr. Bosto. I think the thing that is not generally realized by the 
ordinary layman is that when we get a reduction in the rate of pro- 
duction, say, for instance, 50 percent, in stretch out, that the im- 
mediate effect is this. 

We try to maintain an inventory of 60 days to protect ourselves 
against spoilage and strikes and all of these other Gon that enter 
into this problem. 

You immediately, in the stretch out program, do not need to with- 
draw material for the next 60 or 90 days out of your inventory. If 
you have a 60-day inventory, and the reduction factor is 50 percent, 
you immediately wind up with 4 months of inventory on hati 

Now, if everything is working normally, the next month’s require- 
ments are sitting on your receiving dock, or going through your re- 
ceiving inspection. This in turn lengthens out your inventory 2 more 
months. 

So now you have a total of 6 months on hand. 

You then need to process all of the change notices to all of the 
vendors and sources of supply to tell them that you now have a stretch- 
out, and that this effect is going to move the schedules back a certain 
amount. 

In order to process the volume of work requires some 30 days. So 
this means that another receival on the dock, has now stretched out 
the inventory 2 months. : 

You go back to the vendor and you tell him, “I want to renegotiate 
this purchase order with you in order to set the schedule back at a 
reduced rate of 50 percent for a period of, say, 8 months.” 

And he comes back and says, “I just can’t do that, because I have 
work in process, and I am geared up to the rate that I am now going.” 

So he says, “I will do my best to reduce my rate,” but by that time 
you have extended the inventory and your position now is something 
like 12 to 14 months, in which case then you have to start considering 
what might happen from the standpoint of when engineering knows 
that you will not be using this thing for 14 months—how much can 
we do to redesign to make this a better product now that we have the 
time, and the possibility exists that you won’t even need it at the end 
of 14 months. / 

So this is one of the roughest factors on small business that we have 
encountered. And this occurs when you have stretchouts. 

Mr. Doveatas. Basic changes in rate or cancellation, because it has 
this terrific multiplying factor. And this is murder on some guy, be- 
cause of all a sudden the guy is built up, and he doesn’t need to build 
anvthing for practically a year. 

Mr. Roosrvert. How much awareness of this do you find in the 
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Mr. Dovetas. Well, I cannot comment on that too well. The best 
way I could comment on it is that anything that could be done to do 
a longer range planning, and of course the Defense Department is 
under a lot of other restrictions about this financial situation we have 
been going through the last years, where everybody is forcing the 
Defense and therefore the Army, Navy, and Air Force in shor ter and 
shorter buys, and the more you force them in shorter and shorter buys, 
the more exaggerated you make this problem. 

Therefore if you get down to a very short lead-time buy and then 
change your mind, then we have a horrible problem of unscrambling 
these poor vendors, and in some cases we end up with a lot more 
inventory than we need just to keep from not breaking the fellow. And 
it is a big problem. 

And we think, of course, if you can buy over a longer period of time, 
not trying to cut the lead time down so much—and you are really 
kidding yourself on the money anyway, you are going to spend the 
money ‘today —it’s just a problem of whether you are going to spend it 
today or tomorrow, and it is always an argument bet ween commitments 
and obligations. 

So if we can plan better, we can have less disastrous effect on some 
poor guy on the end of the line. He is just like on a whipsaw. You 
are just cracking the whip with him sometime, not intentionally, but 
you have to cut your orders. 

Mr. Roosrvett. Of course, I quite agree with that, and I think that 
has been one of the prime difficulties here. And the reason I did not 
mean to embarrass you by asking what the Defense Department’s 
attitude was in that I have attended several so-called small-business 
advisory meetings me at the Defense Department, and I am always 
very discouraged. I don’t think I have ever met any of your repre- 
sentatives over there, but I have met comparable executives that cer- 
tainly were not small-business people. 

I feel that if the Defense Department isn’t going to change that, 
then you have got to do something to press this home on the Defense 
Department people, in order to make them realize that in the overall 
defense picture, they are really hurting themselves when they do de- 
stroy the stability of the small-business market. 

Mr. Doveras. Well, I think at times they know that question, but 
the fiscal policies are not set by the Defense Department, either. 

I mean, we went through the $275 billion budget, and all the 
problems we have done in the last couple’ of years on this financing 
problem. And this—— 

Mr. Roosevett. Well, it isset by the executive branch pretty largely. 

Mr. Dovatas. Well, somebody sets it. I don’t know who ex: vet ly. 

Mr. Roosrvettr. Well, we might get into trouble if we go into that. 

Mr. Moore. I am just waiting to see how far you go on this point, 
before I lower the boom on you. 

Mr. Rooseverr. I yield to my colleague. 

Mr. Sreep. Mr. Douglas, this is not directly concerned with these 
hearings, but it is a problem that we are indiv idu: lly concerned with, 
and I know that you have had some experience in this field. 

Would you care to make any comment about the problem and dif- 
ficulty and cost of your recruiting for scientists and highly skilled 
people, and the problem that is inyolved in putting together an en- 
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gineering or technical staff to do a special job, research and develop- 
ment, and that sort of thing 

Mr. Dovetas. Well, I listened to the question yesterday, and some 
of the answers, and I am sorry to say that I did not have the time to go 
and dig up some numbers. 

I must say that the problem has been costly. We have been rather 
conservative as a company on this basis, trying to keep our advertis- 
ing and things like that down to a minimum. 

And it is one of these things—if vou talk about recruiting costs, or 
you talk about starting costs. I think that is part of the confusion. 
And they are two different numbers. 

If you say it costs you to recruit $2,000 a man or $3,000 a man, and 
that means recruiting teams, advertising and things like that, that is 
one thing. 

If you talk about starting costs, what it takes to move a man and 
his family, if he is a highly skilled man, and you have to meet the 
market so to speak and pay moving him and his family, and then the 
extra training costs you give, that is quite a higher figure. 

It certainly has been a very large figure. It is not quite as bad to- 
day I would say generally speaking as it was 2 years ago, because 
frankly the volume of business is down generally. The market is a 
little less tight than it was. 

Mr. Srrep. In other words, the supply of brain is not substantially 
rger, but the demand for it has somewhat eased off. 

Mr. Dovucias. Somewhat eased off. 

Now, that is not a completely fair statement in all categories. In 
many categories we are still very tight. And we are doing all kinds 
of things as every company is in schol: urships and inside training pro- 
grams and eve rything else to try and train. 

And we know that the industry generally was asked these ques- 
tions rather definitely by the Hébert committee. 

sut on the other hand we have certain commitments to meet, and 
we had to go out and fight for it. But we certainly did not like to get 
into a raise on advertising, because we have been very disappointed 
many times on buying recruiting programs. They bring little for the 
value. 

We are doing a lot of local training program. We are doing heavy 
training programs in Tulsa, in the schools, and we are doing training 
at Charlotte, N. C., where we have in both those areas, although 
Charlotte more definitely than Tulsa, a great deal of unskilled labor 
and big shortages of skilled labor. 

Mr. Steep. Mr. Moore. 

Mr. Moore. Mr. Douglas, I have one question with respect to the 
point that you mentioned concerning the problem of small business 
in these cutbacks. Is the problem there the question of time, in that 
you have such a short notice to allow these small-business men to per- 
haps reorganize their plant operations in anticipation of this cutback ? 

Mr. Dovaras. Well, time sure is the element. If, for instance, some- 
body said to us that in 6 months from now we are going to cut your 
rate in half, we could plan it to slow the man down before that time, 
and have a smooth curve. 
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But if all of a sudden somebody tells you tomorrow you are going 
to cut the rate back, then you have a much more difficult administra- 
tive problem. 

So anything that can be done to give us more time—and I am not try- 
ing to be critical on this, because this is a very complicated problem for 
the Gover nment, the Defense Department and everybody else, because 
the world conditions hange and sputniks and all kinds of things. 

And I remember last year was the year to cut money, and this rane 
is the year to spend money. And it wasn’t any singular person, it w 
the whole country and the public generally. And so this is a difficult 
problem. 

But I must honestly tell you that the shorter time you give us, the 
more effect it has on the guy on the end. 

Mr. Moore. Now, with respect to that point, it would seem to me in 
order to give you th: at one thing, time, that it is going to cause a great 
deal of disruption in the spending policies of the country. 

Don’t you feel that what is happening here is a situation which 
has arisen under the type of country that we have and the manner in 
which we conduct the buying policies of the Defense Department. 
Do you have any legitimate, really regia ate gripe against the 


Defense Department in this problem at all, or is it something beyond 
their control ? 
Mr. Doveuas. Well, it may be. I will agvee with you that things 


aes awfully fast, and it is hard to—I don’t know that I could do 
any better, I must say, because it is a very difficult thing. 

The state of the art changes rapidly, weapons change rapidly, the 
world situation changes r% apidly. Some days we have friends and some 
days we don’t. And it is a very difficult problem. 

I was mainly bringing the item up to point out the accumulative 
effect that when you do change us, and the question was asked yester- 
day, what effect this had on our basic labor base, and generally speak- 
ing we can taper off more gradually. 

I did not want to point out though that was not the whole story— 
that the guy on the end did get an accelerated effect. 

And I doubt seriously that there is ever going to be developed a per- 
fect system where you will not have cancellations and doubling one 

rate on one thing or canceling it on another. 

But we should all strive to do a better job, and the longer range and 
better planning we can do, the more we can save the taxpay er’s money. 

And we are spending an awful lot of his money. 

Mr. Moore. It would seem to me that from your very complete testi- 

mony, I have obtained one particular point which you feel would 
help small business more than any other, and that is the manner in 
which the Renegotiation Act is handled today. Is that the point that 
you mean to leave with this committee ? 
* Mr. Doveras. Well, the point I mean to leave on renegotiation is 
this: We have not yet stopped processing orders out to small business 
because of the effect of renegotiation. But I must candidly say that if 
renegotiation is going to continue to assess against a manufacturer 
that has high subcontracting, that in the back of your mind it is cer- 
tainly a deterrent to subcontract. 
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Now, we are attacking this whole thing in the tax courts for both 
our 1953 and our 1954 cases, as I think practically everybody else is, 
because we feel that the present administration is arbitrary and capri- 
cious. 

It has not been able to explain to us carefully enough what measures, 
except they give us certain factors, percentage of Government facili- 
ties, percentage of subcontracting, net worth—and when we thought 
we had them on net worth, they = struck that one out the next year. 

When our net worth ratio got better, that was not one of the factors 
the next year. They told us that was the factor in 1953, but when we 
got to 1954 we couldn’t even get them to comment on the net worth 
factor that got better. 

And of course obviously if you tighten up on payments on the 
majors, you make us go out and borrow more money. You say to us 
that CPFF is n: ughty, and you ought to have all fixed price. 

All these t things, i in the back of your mind, say to you, “Well, let’s 
not take this much risk, let’s not give this fellow a contract, maybe 
he is going to overrun, fall down, maybe we are going to have to pick 
him up by the pants and do the job over again.” 

All these things have a tendency to say to you, “You better keep 
the work yourself.” 

And I am saying as a long range philosophy I think it is a deterrent 
to subcontracting. 

Now, we are going to fight it through on the basis we won’t have 
to become arbitrary. But I think it would be unfair to say to any 
management, with all these things in the back of your mind, just 
spread your business out and give everybody a big hunk of it when 
it is coming away from your profit. 

And when you work out a gross profit of 6 percent and a net of 2.3 
or 2.6, or something like that, profit, and h: ave $110 million of your 
own facilities, spending at a rate of $20 or $30 million a year on top 
of that facilitywise—we have $250 million in the DC-8 today, of our 
own money, and not a penny of government money, and we will have 
$400 million by next year—then taking $6 million of profit from us is 
not funny. It is danged serious, I can tell you that. 

It is different between whether or not we have enough cash to keep 
the doors open or whether we don’t. And anything that makes it 
more difficult certainly doesn’t make us want to go out and spread the 
business out. 

Mr. Moore. Now, in your accounting methods do you not set aside 
a reserve for contingencies such as might happen under renegotiation ? 

Mr. Kavanaven. No, sir, we don’t. So far as we are concerned, 
we have never reserved for renegotiation, because we have never seen 
any need for it. 

Mr. Dovetas. We never had any. 

Mr. Moore. You mean to place it in reserve you would admit a 
liability perhaps. 

Mr. Kavanavuen. We think No. 1 it would be very foolish. It would 
be telling the Renegotiation Board we ourselves think we made too 
much money. 

Mr. Doveras. And up to 1953 we never had any. 

Mr. Kavanaven. And we could never see—the percentage we make, 
we can’t conceive of how they can be called excessive. There isn’t 
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any need for reserve. If our outside auditors thought we were in that 
position they would probably insist on a reserve. But they are just 
as startled as we are. 

Mr. Moorr. May I turn this around and direct a series of questions 
with respect to your commercial operation. 

You have come, I think, very much prepared, as well as all of the 
major aircraft industries that have been before us, to give us a very 
definite breakdown on the amount and percentage of small business 
that you do on military contracts. 

You have also given us specific examples of what occurs in the 
industry and to the small-business man when you get orders to cut 
back. 

Now, do you have any figures available as to the practice of Douglas 
with respect to their commercial ventures, and what percentage of 
business that you do, which is of your own free will, with the small- 
business man ¢ 

Mr. Dovetas. Mr. Bosio, could you answer that ? 

Mr. Bosto. Well, we don’t differentiate in our purchasing policies 
between any of the governmental agencies or our own commercial 
work. 

In other words, we use the same practices and policies on all of our 
commercial work that we have done at Santa Monica on the DC-7 and 
6 series of airplanes, and at Long Beach on the DC-8. 

Mr. Moore. You have no figures available to indicate the per- 
centage. 

Mr. Doveias. As Mr. Bosio explained to you, the way we buy for 
stock and inventory, the buyer doesn’t even know in a great number 
of the items what he is buying for. He is buying high high heat treat 
bolts or a certain gizmo. 

Well, he is buying for inventory, and it doesn’t make any difference 
if 10 of them go to the Thor and 20 of them to the DC-8. He is buying 
the best buy he can. 

Mr. Moore. Then the percentage figures you have recited to date 
include both your military and commercial purchases ¢ 

Mr. Bosto. That is correct. 

Mr. Moore. Am I correct in saying that is something unique as far 
as Douglas is concerned, by reason of the fact that you have this cen- 
tral purchasing office ? 

Mr. Bosto. I think some of the other companies also include in their 
figures the total procurement including their commercial work. 

Mr, Dovetas. I don’t quite get the question. We need small busi- 
ness just as badly on the DC-8 as we do on a missile. 

Mr. Moore. That was the reason for my question—because we have 
come here today to primarily interrogate you with your business 
activities with the United States Government, and in that regard, 
your relationship with the small-business man. 

And you have come, I think, well prepared to answer those questions 
which would be in that area. It is encouraging to me to see that the 
same practices which we, as a Government, put pressure on you to 
give to small business—that you apply that same practice to your 
commercial ventures. 

To me, I think that is an interesting point. It may not be to any- 
body else. 
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Mr. Bosto. We might make this statement. Currently our back- 
log is 50 percent commercial. I think we are buying and financin 
60 percent of the eo Douglas financed. Because all o 
our commercial is financed by Douglas, Douglas accounts—plus the 
fact that all the maintenance, repair and operating supplies and stock 
items, as I mentioned before, are also financed by Douglas. 

Mr. Moore. I have no further questions. 

Mr. Roosrverr. Mr. Chairman, may I ask one more question ? 

Considering the fact that you do have this large amount of Govern- 
ment equipment, how do you figure that, or does it come into the pic- 
ture at all in a competitive way on either repair or servicing items, once 
the end product is out in the commercial field—and I am talking now 
wholly of the commercial field. Does this give you any advantage, 
because the amount of rent that you pay for it is less—comparatively— 
than someone else would have to pay for it. 

Mr. Doveras. Are you talking about Iran modification type work? 

Mr. Roosrvert. Yes, something of that kind. Although | was not 
actually thinking of that one. I haven’t got a good example in my 
mind, but suppose there was some revamping of let’s say a DC-6, 
and it required certain parts which you could machine or you could 
do in your plant, and somebody else outside was also bidding on the 
same type of work. 

Mr. Dovctas. Well, there are several answers there. The first 
thing I want to make clear is that when it is airplanes of the DC- 
series, 3, 4, 6, 7, and 8, we maintain enormous inventories which the 
Government gets the advantage of, if they own any of those kind 
of airplanes, that we have this inventory on our shelves that the 
Government can dip into. 

The Berlin airlift would have never been possible for a very long 
period of time had it not been for the Douglas inventory, because 
very frankly, as the airplane utilization went up highly, the Air 
Force had to call on our inventory very heavily to keep the Berlin 
airlift. 

So from that standpoint we maintain inventories of parts on com- 
mercial airplanes. 

If you are talking about Tran modification, generally speaking we 
cannot compete against small or medium sized business on straight 
overhaul jobs that have no large modification or complications, be- 
cause very honestly they have small overheads, they don’t have large 
staffs, technical, legal, and everything else. 

When it gets to large modification and Iran jobs where it is more of 
a production job, where there are need for technical staffs and things 
like that, we compete very successfully, and I don’t think a small 
business, so to speak, could do these jobs, and the difference in the 
rent really doesn’t make any difference. : 

It is more of a problem of overall capacity and need for millions 
of square feet and acres and acres of concrete, and all kinds of things 
like that. 

Mr. Roosevett. In other words, you feel that the amount of the 
rent as far as the Government facilities that you happen to have is 
not an important factor. 
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Mr. Dovetas. No, not in that. And as I say, what we call the 
garage-type business, we are just not successful in bidding on that 
anyway. 

Mr. Roosrverr. Do you try to bid on it. 

Mr. Dovetas. Yes. And we are mostly always unsuccessful. 

Mr. Roosrvetr. In that garage-type business, do Government fa- 
cilities come into it at all? 

Mr. Doveras. No. If we did it—for instance, we have bid many 
times at our Santa Monica division, which is mainly all our money. 
But the main reason we don’t win it is because the small guy has a 
lesser overhead. 

Mr. Roosrvett. What I am getting at, to be very frank and direct 
about it, is that if the garage- type fellow thinks it is, and he comes in 
and asks that you be prohibited from using Government-type ma- 
chinery or Government-owned facilities, I would have to take your 
answer to say that such prohibition wouldn’t do you much harm. 

Mr. Dovenas. It won't do us much harm. On the other stand- 
point, I don’t see why we should be prohibited so this fellow can 
have a free one. I think the answer is where is the business going 
and who is winning the contracts, and generally speaking it is not us. 

Now, once in a while we will win one, but it has been darned seldom. 
And generally, when we hear these complaints, it is one small guy com- 
plaining because the other small guy ‘got it. 

Mr. Roosrvenr. Of course, that is not the w ay it comes out. But 
what I am aiming at is to get the same competitive start for both 
bidders, and not have one competitor have an advantage because of 
the fact that he is able to get certain machinery. 

Mr. Doveras. Any — urement officer worth his salt knows this. 

When we bid to the Government, we are bidding to fellows that 
know the business almost as well or maybe sometimes better than we 
do. They know every element of our overhead. 

The fact is they know it so de well that if you don’t have 
some of these elements they say, “Well, I think you ought to have a 
little less fee.” 

So I have never found them unintelligent on this problem. If 
we don’t have to pay for the facility, or we are using all Govern- 
ment equipment, they look at our fee differently than they do when it is 
our own. 

So I think the negotiators are very able, and know exactly what 
they are doing, and take this into account. It is not the blind leading 
the blind, believe me. 

Mr. Roosrevett. Mr. Chairman, I want to express my appreciation 
to Mr. Douglas and the gentlemen with him, especi ially for coming 
down on a Saturday morning, which I know isa little rough. I think 
they have been very helpful to the committee. 

Mr. Srerp. Yes. On the part of the whole committee we want to 
express our very real appreciation to you gentlemen, and we are 
sorry that we have had to interrupt you here on a weekend, but 
pressure of time doesn’t give us much choice. 

Mr. Dove.as. Anything we can do to help you, sir, we want to. 

Mr. Sreep. Again, we want to express our appreciation to you for 
coming here today. 

Are the representatives for North American Aviation Co. here? 
Would you come forward, please ? 
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TESTIMONY OF RULON NAGELY, CORPORATE DIRECTOR OF 
MATERIAL, NORTH AMERICAN AVIATION CO., INC. 


Mr. Nacety. I am alone here this morning, so I will have to do the 
best I can. 

Mr. Sreep. If you will identify yourself for the record, then you 
may proceed in your own way, sir. 

Mr. Nacery. Iam Rulon Nagely, the corporate director of material 
of North American Aviation, and I have a prepared statement here I 
would like to read, and then after that I will try to answer any questions 
you might have. 

Through correspondence, reports, and previous testimony before 
this subcec ‘ommittee, considerable information is already available to 
you concerning North American Aviation’s procurement policies and 
practices as they affect small business. 

As you are aware, thousands of firms in the small-business category 
are part of the North American team that has been making vital 
contributions to the Nation’s defense for 24 years. 

We always welcome the opportunity to discuss our relationships 
with small business, since these relationships have been saiitialts 
beneficial through the years and have contributed very shibetainitinit? 
to our company’s national defense programs. 

For many years North American Aviation has made extensive use 
of the capabilities of small business. Our small business program is 
an integral part of our procurement policy, As one tool for verifying 
the utili ization of small business under this policy, we initiated a re- 
port in 1951 which I believe was the first of its Kind in the industry. 
The report shows the total purchase commitments made by the com- 
pany during each year and the proportion of those commitments 
placed w ith small business. 

Reviewing these reports I find that during the past 7 years North 
American ordered $2,700,279,568 worth of goods and services of all 
kinds, This included all our procurement for all our operating di- 
visions. 

Of this total, $1,338,886,365 went to small business, representing al- 
most exactly 50 percent of the total procurement commitments. 

The percentage of North American’s total procurement ultimately 
reaching small business would, of course, be substantially higher if the 
orders we place with our suppliers were traced through the many tiers 
of small firms who support these suppliers. 

I am incorporating as part of my prepared statement a tabulation 
showing our total purchase commitments, our purchase commitments 
to small business, and the percentage of our purchase commitments 
placed with small business for the years 1951 through 1957. 

In 1951 we had $176 million worth of purchases and we ran 47 per- 
cent small business. 

In 1956 we ran $624 million worth of purchases and averaged out 
at 50 percent. And we dropped down a little bit this last year to 47.1 
percent, on $444 million worth of purchases. 

Mr. Rooseveir. Mr. Chairman, may I ask a question there. If you 
have figures for the first 4, 5, or 6 months of 1958, are you going at 
the same rate now ? 
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Mr. Nacety. We don’t have the actual figures in. We have a re- 
oort that is due out the end of this month, and we don’t quite have 
it together. But I believe it is practically the same. 

Mr. Roosrvetr. As 1957? 

Mr. Nacety. Yes. 


| | Percentage of 
Total purchase | Purchase com-| purchase 
commitments mitments to | commitments 
smal! business | placed with 
{small business 


1, 338, 886, 365 


Mr. Nacery. An interesting thing about the figures for these 7 
years between 1951 and 1957, years which saw our procurement orders 
fluctuate between $177 million and $625 million, is the stability of the 
percentage of orders placed with small business. The highest per- 
centage during these 7 years was in 1954 when 55 percent of our or- 
ders were placed with small business; the ratio never fell below 45 
percent in any of the other 6 years. 

Our continuing use of small business is reflected in the figures for 
North American’s 1957 fiscal year. Of the $444,609,332 of orders 
placed during the year $209,246,283 was placed with small business. 
This represented 47 percent of the total. 

Of the $235,363,049 worth of purchases that did not go to small 
business, it is interesting to note that $153,567,210 was committed 
for purchases not obtainable from small business such as steel, tita- 
nium, aluminum, landing gear, and complex electronic equipment. 

Small] business captured 72 percent of all North American orders 
they were qualified to bid on. They received our business because of 
lower prices, better quality, or better delivery. 

During 1957 we placed orders with 12,100 different suppliers. Of 
these, 10,350, representing 86 percent of the total, were small-business 
firms. 

Our suppliers are located throughout the Nation. In 1957, for in- 
stance, we made purchases in 47 States and the District of Columbia. 

During the past year the aircraft industry and its various tiers of 
suppliers, including smal] business firms, have been seriously affected 
by defense program cancellations, cutbacks, and stretchouts and by 
shifts in the composition of defense procurement. 

North American Aviation and its supplier network have been af- 
fected to a greater degree by these defense program changes than 
most industrial teams participating in the defense program. 

You are undoubtedly aware that in July 1957, the Air Force 
terminated the Navajo guided missile program on which North 
American had been working since 1946. Cancellation of this program 
represented a reduction in the company’s backlog of approximately 
15 percent. As a result of declining labor requirements under the 
company’s aircraft programs, our Los Angeles division had expe- 
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rienced a gradual reduction of employment for 6 months prior to ter- 
mination of the Navajo project, at which time our Columbus division 
was just starting to experience a sharp reduction in employment. 

In addition, the company was forced later in 1957 to close its 
Fresno division because of the abrupt decline in available aircraft 
modification work. 

Cancellation of the Navajo coupled with declining aircraft labor 
requirements resulted in a very substantial reduction of the company’s 
work force. Total employment was reduced nearly 30 percent in 
the 6-month period ending December 31, 1957. 

As is inevitable in a reduction of this magnitude, involviig 20,000 
employees, we lost many employees with vital technical and special 
skills related to development and production of advanced air weapon 
systems and related components. 

The transition period has not been completed entirely. At our Los 
Angeles division, for example, we announced several weeks ago that 
it will be necessary to reduce employment by approximately 3,000 ad- 
ditional people during this summer. The programed layoff is due to 
stretch out of F-100 fighter production and completion of an F-86 
modification program. 

The history of our Fresno division reflects the instability that is a 
leading characteristic of defense work. We initiated operations at 
Fresno in November 1951. Five years later employment at the divi- 
sion reached a peak of 3,180. Approximately 1 year later, as I have 
indicated, the division had to be closed. 

Adjusting to the vagaries of defense work is one of the biggest prob- 
lems with which North American Aviation is confronted. It is one 
of the biggest problems with which North American’s suppliers are 
confronted. Many of our valued suppliers, including those in the 
smal] business category, have had to adjust their operations along 
with North American and other prime contractors as the defense pro- 
curement picture changed in the past year. 

The adjustment period that I have described and from which 
we are only now beginning to emerge has been trying for the entire 
industry. We have attempted to handle the transition in a manner 
consistent with economy, national defense requirements, and the pub- 
lic interest. 

The longer-range business outlook for North American Aviation 
and its supporting tiers of suppliers is certainly much better now than 
it was6 months ago. We havea number of important weapon systems 
in the development stage, including the advanced B-70 strategic 
bomber, the F—108 interceptor, and the GAM-77 air-to-surface missile. 

North American was awarded contracts for each of these programs 
as the result of winning formal Air Force competitions. As these 
programs and others on which we are at work progress from the de- 
velopment. to the production phase, our procurement is going to in- 
crease. The exact amount of the increase, of course, depends on the 
production quantities and rates decided by the Government. 

Whatever the future may hold, we expect small business to continue 
receiving a large share of North American Aviation’s procurement. 
This will certainly be true if the past performance of small-business 
firms in meeting our requirements for quality, delivery, and price 
is any guide. 
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I would like to comment on one additional area of interest to the 
subcommittee, which is the aircraft contractor’s use of Government- 
furnished facilities. 

At North American, we have attempted to provide our own facil- 
ities to the maximum extent consistent with good business judgment 
and the private capital available to us. We believe that we have done 
a pretty good job in this area. Since the end of World War II, we 
have invested $100 million in property, plant, and equipment. ’Ap- 
proximately 70 percent of these capital expenditures have been made 
since the end of the Korean war. 

Most of our investments have been in specialized, complex facil- 
ities that have little or no application outside of defense work. An 
example is our new $5 million trisonic wind tunnel at the Los Angeles 
division. 

For the 7-year period ending with the close of our 1957 fiscal vear, 
the company’s capital expenditures exceeded the amount of earnings 
retained for use in the business by over $6,500,000. 

In 1956, we raised approximately $42.400,000 in additional private 
capital for use in our business through an equity-financing program 
believed to have been the first of its kind in the aircraft industry in 
15 years. 

As measured by floor area. the greater part of the facilities used by 
North American are furnished by the company. Of the 11,600,000 
square feet of floorspace in use by the company at May 31, 1958, 52 per- 
cent was either owned by North American or provided by the com- 
pany through lease from private owners. 

Of the 5,600,000 square feet of Government-furnished floorspace 
used by the company, 60 percent is represented by the Navy-owned 
Columbus plant. which we were asked by the Government to operate 
after the start of the Korean war. 

In closing, I would like to reiterate that we need no urging to utilize 
the capabilities offered by small business. North American Aviation 
has established and maintained a record as one of the lowest cost pro- 
ducers in the aircraft industry. The thousands of small-business firms 
with which we deal are part of the team that has made this achieve- 
ment possible. 

Mr. Sreep. Mr. Nagely, in these new contracts you speak of here, 
the new business that has been coming in the last few months, does 
that involve any substantial amount of Government-owned facility to 
be added to what you already have? 

Mr. Nacery. No; it does not. The figures that we submitted were 
very, very low. There is some special-purpose machinery going to 
be required. We are going to a different type of construction than 
anything that has ever been built before. There is going to be special- 
type furnaces required. There is going to be special-type machinery 
that will involve additional facilities. 

Mr. Streep. Well, now, is it your opinion that thees new things that 
are required are the type thing not available anywhere ? 

Mr. Nacery. They are not available. No airplane has ever been 
built as these airplanes will be built. There is no machinery available 
anywhere. These are entirely new ideas that are being incorporated 
for the first time. 

Mr. Streep. Mr. Roosevelt. 
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Mr. Roosevett. Mr. Nagely, I notice that there is a fairly substan- 
tial drop between 1956 and 1957 in your total purchase commitments. 
This is generally due, is it, to cutbacks ? 

Mr. Nacetry. Well, this is due to the volume of our business. You 
see, we have to buy our materials, roughly, about a year ahead of when 
the airplanes are delivered. And 1957 was our biggest year. Our sales 
in 1957 were $1.2 billion. So it was during 1956 that we were placing 
orders for most of the airplanes that were delivered in 1957. And that 
was our biggest year. 

Mr. Roosrvett. Now, those figures, of course, would indicate pretty 
much the work that was being done outside, wouldn’t they ? 

Mr. Naaery. Yes. 

Mr. Roosrvetr. Is there any breakdown available for North Amer- 
ican of the work which you previously were contracting for, which 
now you are doing within the plant? 

Mr. Nacery. No; we don’t have any way of breaking that down. 
When we got our cutback last fall—I might give you an idea of what 
went on. We had to lay off all these people, and, for instance, on the 
Navaho program we had to cancel $30 million worth of subcontracts, 
just overnight, like that. 

Of course, this made a tremendous impact on our subcontractors 
and our suppliers, and on ourselves, because we had to lay off 20,000 
people in a comparatively short period of time. 

Now, we did set up the policy that we would not want to bring any 
orders back into the plant. We decided anybody that had an order, 
we would let those orders stand. We would reexamine any additional 
orders we had to go out to determine whether it was economical or 
feasible or better to do the work inside or to do the work outside. 

So, we very carefully went through our requirements to determine 
what should stay inside and what should go outside. In some cases, 
we had to keep a considerable amount of work inside. 

You see, it is an unfortunate thing when this happens. We are 
practically forced into this position: Are we going to lay our own 
people off, or the people in the plant of the subcontractor. This is a 
very difficult decision to make, because you have a good supplier, he 
has been doing a fine job for you, and you don’t want to put him out 
of business. 

And yet you are faced with the same situation—well, are you going 
to lay your own people off. If you have some good, loyal employees 
with you 5, 10, or 15 years—are you going to lay those people off? So 
this becomes a real serious problem. And I can assure you it has the 
attention of our top people all the way through the company. 

Mr. Roosevert. Of course, that is the root of the problem, Mr. 
Nagely. And I think we have got to find someway of getting informa- 
tion as to what happens at that kind of a time, in which you do make 
the decision to bring some work back into the plant that previously 
was going out, because this is where, of course, smal] business, also, 
gets hurt. 

Mr. Nagery. Well, this is an economic situation, you see. 

Mr. Roosrvett. I realize that. It is economic for them, too. 

Mr. Nacery. That’s right. We may feel that we can do the job 
cheaper and better if we keep it inside. 
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You see, we are in business to make a profit, and we are trying to 
produce at the lowest possible cost, because the lower our costs the 
more profit wemake. And it is assimple as that. 

On the other hand, we have loyalties, and we have many other rea- 
sons why we like to deal with subcontractors. If the job is a partic- 
ularly difficult one, and they have gone through all the learning on it 
and perfected the job, and if we were to start it ourselves we would 
have a lot of trouble with it the first few months. We would have 
excess costs because we did not understand all the little details of 
the job. And we try to take these things into consideration. 

Mr. Roosevert. I think that istrue. And I appreciate your frank- 
ness in saying you are in business for profit, which is, of course, iiec- 
essary. 

But, at the same time, I think the Government, perhaps, has not 
given as much attention as needs to be given to the fact that you may 
be able to stay in business, but if you have destroyed, through bringing 
back into your plant, some very vital small-business concerns outside, 
in the overall, especially in a time of emergency, the position of the 
national defense has been pretty badly hurt. 

I am just wondering how—and I am going to try to find ways of 
finding out—how much has been brought back into the plants in these 
cutback periods at the expense of the overall national-defense picture 
by the cutting off of these small-business concerns. 

Mr. Nagery. Perhaps I can explain it this way. Of the dollars 
that we spend for material, roughly 20 percent of them go outside for 
what we call outside production. 

And these are the dollars you are talking about. 

Mr. Roosevetr. Right. 

Mr. Nacety. So get the picture here of $1 that we spent outside 
for material, roughly 20 cents goes into what we call outside produc- 
tion, which is the parts that could be made either inside our plant or 
be made outside of our plant. 

Mr. Roosevetr. All right. 

Now you have given me the first clue. We have got 20 cents. 

Now, how much of that 20 cents was cut down? 

Mr. Nacety. Well, I don’t know, and I am merely guessing, but I 
would think not more than 20 percent of that—something in that area. 

Mr. Roosevett. Is there any way we can find out accurately ¢ 

Mr. Naacery. It is so hard to identify the items. For instance, we 
stock something in the neighborhood of 200,000 items ata plant. We 
have six plants. And to go through this at all six plants would be a 
tremendous job. 

Then you try to determine what can be made inside and what can 
be made outside, or what have we made inside or outside. This is a 
most difficult problem. 

I have been in this business many years, and I think I have seen 
over the last 20 years at least 100 definitions of subcontracting, and no 
2 definitions are the same. 

And when you and I talk, if we talk about subcontracting, we don’t 
know what each other is talking about. So this gets to be a very in- 
volved problem, because there are so many thousands of items, and 


so many thousands of parts made that you cannot just generalize. 
You cannot just say subcontracting. 
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Now, some people think of subcontracting when you let out a wing. 
Maybe a fitting that goes into that wing they don’t consider as a 
subcontrac “> item. 

Another facet of it I would like to explain, too, is this. You see, 
the way the defense industries, the small defense industries got built 
up around town here—we do business roughly with 400 machine shops. 
The way these fellows got started was this. 

We did not have a big enough machine shop to do all of our own 
work in the Los Angeles plant, which was the parent plant. 

Historically over the years we have let out about 70 percent of the 
machine work and did only 30 percent of it inside. We did not have 
the money to buy the machines, and the Government did not want to 
put up the money to buy the machines so we subcontracted, roughly, 
over many years, 70 pe reent of our work. 

However in the early days of this we only subcontracted 20 per- 
cent. Maybe the first year only 10 percent, and the next year we 
went to 20 percent and the next year 40 percent. So it got to be that 
the workload and the amount sent outside worked like an accordion. 

All the overflow work went outside, all the work we could do our- 
selves stayed inside the plant. 

You can go down to Lockheed’s plant in Georgia and you will see 

whole bunch of machine shops clustered around their plant. We 
had the same thing happen in Columbus, Ohio. 

When we went there, there were no subcontractors to do our work. 
We would go in to see a fellow and say, “We want you to make these 
parts for us,” and he said, “10 pieces, I won’t even look at it. If you 
have 10,000 or 100,000 we will look at it.’ 

We would have to convince him. “Well, look, we have lots of jobs 
at 10 pieces each. Aren’t you interested. We will have 10 pieces of 

his and 20 of that and 50 of this. Won’t you please do our work 
and get started Wednesday with us.” 

And as a result of that, we now have a very fine nucleus of shops 
built up around Columbus, Ohio. But the thing is basically it was 
started as an overflow deal because we could not handle it ourselves. 

Now, it seems to me that small business has got even into the cate- 
gory where they say, “This is ours, and we are entitled to it.” 

Mr. Roosrvenr. Well, let’s look at it from their point of view. You 
have referred to it as an accordion. It is fine when you open it up 
and bring all the fellows in but then you shut the accordion and 
squeeze them. 

Mr. Nacrety. We are in the contracting business. We are not in 
the manufacturing business. We get a contract for a job, and when 
that job is done we are all through. 

Mr. Roosevetr. So you think it is all right to say, “the heck with 
these fellows. 

Mr. Nacery. I don’t think it is all right at all. 

Mr. oa Don’t you think we ought to give some attention 
to that! 

Mr. Nacery. Yes. 

Mr. Roosevettr. What attention are you giving to it? 

Mr. Nacery. Well, we are trying in every way we can to keep as 


much work with the subcontractors as possible. We are very conscious 
of this small-business program. 
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However, let me put it this way, another way. Over the years we 
have contended that we don’t do business with small business because 
you tell us to or ask us to. We do business with small business be- 
cause it is good business. We can buy for less money, get better de- 
liveries, we can get better service. 

So we don’t do this from a paternalistic standpoint. We do this 
from a cold-blooded business standpoint, that it is good business to 
deal with these fellows. 

Mr. Roosevett. That is right. And then there comes a time when 
you don’t have the work maybe, or you have to keep the facilities 
in your own plant occupied, because obviously this contributed to cut- 
ting down the overhead and all the other parts of it. 

Mr. Nacery. That is right. 

And lay people off. 

Mr. Roosevetr. And these people become the forgotten people. 1] 
agree. I am not unsympathetic with your point of view. I am just 

saying that the import ant thing here is, I think, that we have not 
given enough attention to the fact that when we need these people we 
put into business, and then when we don’t need them, we seem to for- 
get them somehow. 

I think this causes the kind of risk which is something that has to 
be given more attention, so we try to stretch out plans for them, we 
try to find some way of making it possible for them to stay in business 
until the tide turns and they can continue in their work. 

I don’t think that arbitrarily—because I am not thinking of them 
purely from the humanitarian side—I an: +hinking from the point of 
view of national defense—here may well come a time, as there did 
come a time, when we want them so badly, wa-n we have not got the 
year or 2 years to find them and put them back in business. 

I don’t think the Russians are going to allow us that kind of run- 
ning start next time. And if that is so, it seems to me this is an area 
where we have to get the industry and Government and the small 
business to bring them into the picture and find out what we can do 
to put them in a better and more secure position. 

Mr. Nacery. I agree with your objectives, but it is very difficult 
todo. I just don’t know any way to do it. 

Mr. Moore. I certainly agree, as the gentleman from North Ameri- 
can does, with Mr. Roosevelt’s objectives, yet we may have a situation 
that if this world continues in its present state of mind for another 
50 years, without any great war or necessity that occurred during 
World War II, the taxpayers are going to have an awful expense 
on their hands to maintain these small businesses as suggested by the 
gentleman from California. 

But don’t you also have, as a company, an obligation to this country 
to keep your parent organization strong enough to meet the needs of 
the country when called upon ¢ 

Mr. Nacety. You bet. 

Mr. Moore. And as a result, not wanting to tear down all that you 
have built up over the years, such as technical personnel and skilled 
know-how, that when these cutbacks occur, you have got to also main 
tain a fully integr: ated or a fully oper: able undert: ki ing within the 
parent organization ? 

Mr. Nacery. That is right. 
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Mr. Moore. So I would think it would also be our objective here 
today not to tear down what is normally referred to as big business, 
but to see whether or not there is an abuse here by big business, that 
we, as a committee of Congress, can recommend legislation to cure. 

It would seem to me, as a member of this subcommittee, from the 
colloquy that has existed between you and Mr. Roosevelt, that an hon- 
est effort has been made by your company—and I would say also the 
other organizations that have been here today—to rely on small 
business as much as you possibly can. 

But at such time when your hands are completely tied, and there 
is an overriding obligation to maintain your company as a strong 
element of the aircraft industry in this country, that you must keep 
your own skilled employees, your own technical staff and know-how 
going, because someday you, as a prime contractor, are going to be 
called upon to deliver for the good of the country, in another great 
time of need. 

Would that not be a fair statement ¢ 

Mr. Nacery. Iagree with you 100 percent. 

Mr. Roosrveit. I would just comment, however, that I think not 
enough has been done for the fellow who is caught in the expansion 
and the contraction of this accordion that was referred to. 

Mr. Nagely, you make reference to the abrupt decline in available 
aircraft modification work. 

Mr. Nagery. Yes. 

Mr. Roosevetr. At one time I understood that there was some modi- 
fication work that you felt or that North American felt they could 
have done which was taken away from them and done within the 
Government itself. 

Mr. Nacery. Yes, that is right. 

Mr. Roosrvetr. Could you tell mea little about that ? 

Mr. Nacery. Well, that was the situation at Sacramento. They 
had a number of F-86’s to be rehabilitated. And the Government 
decided—well, they did not have the capacity to do the job at Sacra- 
mento, so they asked us to take on about half of the job. 

We felt, of course, probably selfishly so, and I think, too, with good 
reason, that we could probably do the job for less money than the 
Air Force could. 

The Air Force felt we could not. And it was a honest difference of 
opinion. As a result, they gave us about half of the job and did the 
other half themselves. 

Mr. Roosevetr. And this contributed to the declining, or the abrupt 
decline. 

Mr. Nacety. Well, we have not been able to compete on this Iran 
work. The small companies have less overhead than we have, and 
they have been able to underbid us drastically—not just by a small 
amount, but drastically. 

The point is that if we build an airplane and we repair it, we want 
to do a fine jobon it. It is our airplane, and we want it to go out again 
in just as good a condition as we can possibly put it in. 

We suspect that our competitors do as little work as they can. They 
don’t have the obligation to make the airplane do everything it is 
supposed to do, because they did not build it. 
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We, as the prime builder of the airplane, have a responsibility to 
see that that airplane operates in the best manner possible. So we 
cannot compete with the smailer companies. They quote hourly rates 
roughly half of our hourly rates. They do it with very little over- 
head, with practically no engineering, and they don’ t—it is very 
difficult to write a specification on an overhaul of an airplane. 

In other words, what do you do to this part? Another part? It 
is most difficult to write a good clear specification so that everybody 
knows what they are supposed to do. 

And it is for this reason that we just have not been able to compete. 
We did not like to close that plant at Fresno. It was a nice little 
operation, going along fine. And it affected the community there to 
quite a large extent. It threw two or three thousand people out of 
work. But we were not able to compete. 

Mr. Moore. Was the Fresno operation a North American owned 
facility ? 

Mr. Nacety. No. Actually the facilities belonged to the city of 
Fresno, and we leased them. 

Mr. Roosevett. On the question of the Navajo cancellation, do you 
feel that North American was given adequate notice and time to 
prepar : for that cancellation ¢ 

Mr. Nacery. Frankly, I don’t know what adequate notice is. It is 
like getting fired from vour job. If the boss comes around and says, 
“Look, you are through,” or, “l am going to give you 2 weeks 
notice” 

Mr. Roosevett. Did you get 2 weeks notice ? 

Mr. Nacety. No. We had some indications that our program was 
under attack. But we had no definite word, one way or another, which 
way it was going to go. 

Mr. Roosrverr. And therefore all of the adjustments that had to 
be made were that much more difficult ? 

Mr. Nacery. Yes, that is right. They were most difficult. And 
we have been through this termination many times, on many pro- 
grams. And itisa violent situation. 

When your customer says, “I don’t want them any more” and quits 
spending money, you have got to quit. And there is no way around it. 

You see, if they decided they did not want the Navajo, they don’t 
continue to pour money into us or any of our subcontrac tors and s say 
just slow up, because the minute they do that you get into an involved 
situation like this. 

We have found over the years the best way to follow up on parts 
and get them in in a hurry is to call the person and say, “We are 
going to cancel the order.” The next day he ships them all to you. 

Now, this would happen in every case with all our subcontractors. 
If we said we are go'ng to cancel you a week from next Tuesday, he 
would ship everything he could get, and run your costs up 30 or 
40 percent on cancellation. 

So if you tell him you are going to cancel him a week from Tues- 
day, you might as well figure that that is the best followup deal you 
ever had in your life. He will ship anything in his plant, and ship 
anything he vould have shipped to another customer. 

Mr. Roosrverr. Isn’t it true, however, in this instance, in January 
of the year of the cancellation, that the Defense Department had 
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pretty well made up its mind that it was not going to go ahead with 
ou, and that you did not get the official notice until some 6 months 
ater ¢ 

Mr. Nagety. No, I don’t think that is quite true. I think it works 
something like this. 

All the years we had that program it was under attack. Certain 
people didn’t like it, didn’t want it, and certain people thought it was 
fine. So on a Government deal like that, you have got to keep the 
thing sold. 

In other words, you don’t sell it and go away and forget it. Well, 
over a period of years we thought 3 or 4 different times we were 
going to lose this program. And every time we had been able to go 
and fight our way through and get the Government to decide they 
were going to keep the program. 

So we were going through one of these normal skirmishes when 
this happened. And we did not have any way of knowing whether 
it would or would not happen. 

And of course, as I understand it, the decision was made very high 
in the Government that they did not have enough money to buy 
all the programs they wanted, and this was a program that was going 
to have to suffer. 

Mr. Roosrvetr. Well, the only reason I raise the point is that the 
Secretary of the Air Force told the California delegation at the time 
this matter came up, when we questioned why a plant—I think it was 
the AC Spark Plug people—why this was set up with the knowledge 
they were going to cut down on you, and they were going to expand 
what the other plant could do. 

And this decision was made back in January. But if I remember 
correctly, you did not get your notification until June, is that correct? 

Mr. Nacety. Yes. Well, this is another phase of it. You see, one 
phase of the job was the guidance system. We were building the 
guidance system. Actually our guidance department was trying to 
get another contract, which was ultimately given to AC Spark Plug. 

And of course had we known then we were going to be canceled 
out on the Navaho, we would have probably worked harder to try and 
get that contract. 

But I believe that is the instance you are speaking of. 

Mr. Roosrvertr. Well, I am speaking of that, because I believe as 
far back as January they had pretty well made up their minds. 

Mr. Naceny. I don’t agree with you. If they had made up their 
minds then, they would have canceled the contract and saved all that 
money. ; 

Mr. Roosrvert. Let’s put it this way. The final decision had not 
been made, but there was a strong indication that it undoubtedly 
would be made. 

Mr. Nacery. Well, we had had those indications before. They 
had changed their mind 2 or 3 times. So we had no way of knowing. 

And I don’t believe they had any way of knowing, because they did 
change their mind a number of times. 

Mr. Roosrevett. Of course, what I am trying to get at is to try to 
see whether it is possible, within the necessities of national defense, 
which I recognize are here, to try to make these transitions without 
the abruptness that took place in the Navajo instance. 

29444599 
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Because this has implications which are very disturbing to the econ- 
omy, as you know. 

Mr. Nacery. Well, if we had been told that they were going to cut 
our program down or stretch it out, this probably could have been 
done, you see. 

But here was a case where there was an expensive program. As 
I remember, it was costing them a couple of hundred million dollars 
a year. They had to decide whether they wanted it or didn’t want 
it. 

So when they decided they didn’t want it, they stopped spending 
money right now. And it is kind of hard to blame them for that. 

Mr. Roosevetr. All right. 

I still hope we will find ways of working at it, to make it possible 
not to make the abrupt decisions. If you remember in the colloquy 
with the Douglas Co., the question that I asked 2 years ago—they have 
come forward with a solution. 

Have you come forward with an equally good solution ? 

Mr. Nacety. I might tell you the criticism we got in that meeting 
2 years ago was really taken to heart, and I did something about it. 
We have a policy now where we resurvey our suppliers every 6 months. 
We send them a new questionnaire every 6 months. 

We actually have a supervisor who looks at each and every card 
that comes in, and he is an experienced man in the field, who knows 
pretty much who is big and who is small. 

And then we have gone to a great extent to set it up accurately in 
our electronic bookkeeping department. And we get these reports 
right on the nose. 

And I have raised a lot of hell in our company about this, and I 
have heard our supervisors say, “If they want to come in and audit 
every one of them, we are right on the beam,” and we will never have 
this criticism again. 

So I am sure this matter has been corrected. 

Mr. Roosrvetr. Thank you. 

Mr. Streep. Well. Mr. Nagely, we are very appreciative of your 
patience and trouble in coming here and cooperating with us, and 
helping us. 

And on behalf of the committee I want to express our very sincere 
appreciation to you, sir. 

Mr. Nacety. Thank you, I am very happy to come. 

Mr. Streep. Now we would like to hear from the Department of 
the Navy, if you gentlemen will come forward. 

Gentlemen, if you will please identify yourselves for the record, 
and then you may make your presentation in your own way. 


TESTIMONY OF ADMIRAL HEDDING, ACCOMPANIED BY CAPT. E. M. 
FAGAN, SUPPLY CORPS, UNITED STATES NAVY, ASSISTANT CHIEF 
OF NAVAL MATERIAL (PROCUREMENT) ; AND CAPT. F. A. ALLIS, 
SUPPLY CORPS, UNITED STATES NAVY, CHIEF, OFFICE OF SMALL 
BUSINESS OF THE NAVY 


Admiral Hepprne. I am Rear Admiral Hedding. I am accom- 
anied here today by Captain Fagan, the Assistant Chief of Naval 
aterial (Procurement), and other key personnel of our procurement 
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team in this area. Captain Fagan will act as the principal witness 
for the Navy during this hearing, and has a prepared statement. 

During these hearings, Mr. Chairman, these gentlemen and I shall 
endeavor to give your committee such information as you seek. The 
Navy appreciates the invitation to appear again before your commit- 
tee to discuss the Navy’s implementation of policy as it relates to small 
business. 

I would like to add parenthetically that as an important phase of 
my assignment here, I spend a large part of my time visiting industry 
in this general area. I have been quite impressed with the large 
amount of small business activity in this area. It has been refreshing 
at times to go to a small business and to see again the philosophy of a 
better mousetrap apparent. I have been quite surprised and it has 
been my experience that I have found out in these small businesses 
there is a high degree of competency. I think it is a very fine thing 
that I have encountered. ) 

In fact, I and my staff have participated in three small business 
meetings that had the objective of presenting to small business their 
opportunities in this general area, particularly here where we do so 
much of the aircraft and missile business. One of these meetings 
was in San Diego, one was Ontario, one was San Bernardino. 

So with that general statement and opening remarks, I would like 
to turn this over to Captain Fagan. 

Mr. Streep. Thank you, sir. 

Captain Fagan, you may proceed. 

Cap‘ain Facan. Mr. Chairman, and members of this subcommittee, 
Tam Capt. E. M. Fagan, Supply Corps, United States Navy, Assistant 
Chief of Naval Material for Procurement. To my immediate right 
is Capt. F. A. Allis, and Commander Tenhagen, who is on the admiral’s 
staff as an assistant to the BuAer general representative, western 
district. 

The Navy welcomes this opportunity to discuss its small business 
program, and particularly the problem areas outlined in your letter 
of invitation. During these difficult times we have worked hard to 
improve our small-business program. Every procurement officer of 
the Navy examines each contemplated purchase for opportunities for 
small business participation. Wherever possible small business is giv- 
en a chance to compete, consistent with the overriding responsibility 
to obtain the required quality on time and at a reasonable price. 

Of course, in different material areas small business has differing 
potentiality. In the fields of aircraft and missiles the small business 
share of Government prime contracts is undoubtedly less than in 
other fields. This presents special difficulties. But the point I want 
to make is that we do not relax our efforts for small business in any 
degree as to procurements of aircraft and missiles. The same careful 
screening is maintained to locate and use small business sources where 
we can. 

At the first tier of subcontracting by our prime contractors the 
effort on behalf of small business continues undiminished. I will 
tell you more about the details of this in a minute, but here I want to 
emphasize that our major prime contractors Jom with us in promoting 
the small-business program of the Government. 
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Taken together—in prime contracts of the Navy and in the various 
levels of subcontracting—somewhere between 40 and 50 percent of the 
Navy procurement dollar passes through the hands of small business. 

I would now like to discuss generally the questions raised in the 
committee’s letter of June 2, 1958. The first question pertains to the 
extent that large Navy prime contractors use Government-owned 
facilities. To assist the committee, I have distributed exhibit A which 
shows the value of Navy industrial facilities in possession of our 
principal contractors engaged in aircraft and missile work. You will 
note that we have broken down our industrial facilities by real prop- 
erty and production equipment. We have also indicated the amount 
of Navy facilities that we have in reserve. This will give you the 
facility data you are interested in obtaining. 

At this point I think it would be desirable for me to briefly discuss 
the general policy of the Department of Defense on facilities. The 
Armed Services procurement regulations provide that contractors will 
generally furnish all facilities required for the performance of Gov- 
ernment contracts. There are two instances, however, when we may 
furnish facilities; (1) when it is necessary to meet essential produc- 
tion or program schedules; or (2) when it is considered to be in the 
best interest of the Government. In determining whether furnishing 
industrial facilities is in the best interest of the Government we 
consider such factors as: (1) The absence of private facilities of suf- 
ficient capacity; (2) the necessity for meeting the military demand 
without delay; and (3) the product service cannot be obtained from 
private sources at a reasonable price. 

The Navy enters into facilities contracts with private contractors 
for production equipment only in connection with current procure- 
ment contracts or for purposes of providing manufacturing capacity 
for industrial mobilization. 

Every effort is made to avoid furnishing facilities at Government 
expense. Facilities are furnished only after a detailed investigation 
and a determination that the procurement or mobilization capacity 
cannot be obtained by other means. Efforts are then made to obtain 
a contractor’s agreement to provide the facilities at his own expense 
without Government assistance. If the contractor will not agree to 
provide the facilities without Government assistance, effort is made to 
have the contractor acquire the facilities under a certificate of neces- 
sity. Facilities are furnished at Government expense only as a last 
resort. 

It should be noted that in formally advertised procurements it is 
Navy Department policy to reject as nonresponsive those bids wherein 
the use of Government-owned facilities is included by the bidder as 
a condition. Award in such cases is made to the low responsive bidder. 

The basic control over the use that may be made of Government 
facilities is exercised through the terms inserted in each facilities 
agreement. Within the general policies and limitations set forth 
in the Armed Services Procurement Regulations, these terms are 
tailored by the bureaus to fit the individual situation. The cognizant 
property administrator is responsible for administering actual use 
under the facilities agreement. 

Each of our facility contracts limits the contractors’ rights to use 
the facilities. The facilities may be used only for those contracts or 
subcontracts specified or identified in the facilities contract. Rent-free 











18S 
The 
vill 
Ov- 
1ay 
uc- 
the 
ing 
we 
uf- 
ind 
om 


ors 
Te- 
ity 


ent 
ion 
ity 
ain 
nse 

to 
» to 
eS- 
ast 


- 1s 
ein 

as 
ler. 
ent 
les 
rth 
are 
unt 
se 


ise 


ree 


THE AIRCRAFT INDUSTRY 129 


use of the facilities under formally advertised contracts is not per- 
mitted. 

The use of industrial facilities without charge may be authorized 
only when (1) the user is not thereby placed in a favored competitive 
position; and (2) the Government receives adequate consideration 
through reduced costs for the supplies and services. Furthermore, 
the rent-free use of industrial facilities in performing subcontracting 
work is not permitted unless these two requirements are met. 

Authorizing the use of Government-owned facilities without charge 
always raises a question of competitive advantage. The basic respon- 
sibility for making the determinations to permit rent-free uses rests 
with the contracting officer cognizant of the facilities agreement. 

Under terms of some agreements, however, this responsibility has 
been delegated to others, such as the contracting officer cognizant of 
the supply contract which will require use of the property or the 
Government inspector cognizant of the subcontract. The problem of 
avoiding conferring a competitive advantage on suppliers holding 
Government facilities is a complex one. The problem extends to com- 
petitive situations where some but not all competitors hold differing 
amounts of Government facilities under varying use provisions. Due 
to a variety of practical reasons, such as maintenance of the mobiliza- 
tion base, it is neither possible nor desirable to impose a uniform use 
agreement on all holders of Government facilities. The Armed 
Services Procurement Regulation Committee currently has this mat- 
ter under consideration and a considerable amount of study is being 
given the problem in coordination with the Office of Defense Mobiliza- 
tion. 

To equalize the competitive advantage of contractors having Gov- 
ernment facilities the Navy adds an evaluation factor to proposals 
which is based on rent-free use of Government facilities. 

Navy procuring activities which permit rent-free use of facilities 
for military subcontract work are responsible for establishing the 
contractual and administrative controls necessary to assure that the 
determinations required by armed services procurement regulation 
have been made and are adequately documented for each subcontract 
before rent-free use is authorized. 

During Korea, shortages of industrial capacity required the fur- 
nishing of Government tools in many instances where the suppliers 
concerned were not in direct competition with others for Government 
business. This situation permitted the employment of rather broad 
use authorizations because contracting officers felt reasonably assured 
that the users were not in direct competition with each other or with 
the industrial community in general for the products they produced 
on such facilities. This situation, of course, has now changed. 

Recognizing this, we are revising facilities agreements as they come 
due for renewal. The new agreements will reflect the current competi- 
tive situation in industry. All facilities agreements, of course, do not 
expire at the same time and cannot be changed simultaneously. There- 
fore, certain inequities may result during the transition period. 

I have distributed to the committee members an exhibit B which 
summarizes the various reviews and clearances required for the lease 
or use of Government-owned facilities. Let me emphasize that facili- 
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ties ate are required by existing regulations to be adequately 
justified. 

: Furthermore, our small-business specialists in the Navy are re- 
sponsible for reviewing all actions involving the furnishing of Gov- 
ernment facilities under a Navy contract. In addition, they review 
all requests for accelerated amortization of contractor-owned facilities. 

The purpose of this review is to determine whether adequate facili- 
ties for performing the contract are possessed by small-business con- 
cerns. If so, we attempt to have the work subcontracted to small busi- 
ness, or, initially, contracted with small business at the prime level. 

A vital aspect of the small-business program of the Navy is the de- 
fense small legulenes subcontracting program. This is the same pro- 
* as that of the Army and Air Force. The three military services 

ave arranged that only one military service will administer this sub- 
contracting program with each prime contractor. This arrangement 
simplifies the problem for the prime contractor and insures centralized 
administration in the Department of Defense. The Navy administers 
the conduct of this program by 135 prime contractors, many of whom 
sell to the Army or Air Force as well as to the Navy. 

The main points of the subcontracting program are that the prime 
contractor agrees to pursue the principles and objectives of the De- 
eee of Defense program, and he designates a small-business 
iaison officer in his plant to be responsible for promoting the program. 

This liaison officer assures that the procuring personnel of his com- 
pany understand the program and make all possible efforts consistent 
with sound procurement to purchase from small business. Firms sub- 
scribing to the subcontracting program, and these include practically 
all of our large prime contractors, make semiannual reports on the ex- 
tent of their subcontracting to smal] business. 

For the 6-month period ending December 1956, the percentage of 
contracts received which the subscribing large companies subcon- 
tracted to small business was 20.1. For the same period this fiscal 
year, the percentage was 20.2. This would seem to indicate that there 
has not been the substantial reduction in small-business share of sub- 
contracting which we feared. 

As a matter of possible interest to the committee I have appended 
to my statement as exhibit C a copy of a letter which was written to 
each of the major prime contractors of the Navy last autumn asking 
that increased effort be given to the small business subcontracting 

rogram. I feel that this letter received serious attention. For 

urther reference if desired, the committee may wish to examine the 
details of the defense subcontracting program in paragraph 1-706 of 
Armed Services Procurement Regulations and the amplifications for 
the Navy in paragraph 1-706 of Navy procurement directives. 

Another step we take is to insert in each of our contracts of $5,000 
or more a clause, to which the prime contractor must agree, that he 
will accomplish the maximum amount of subcontracting with small 
business consistent with the efficient performance of his contract. 

While these measures are basically persuasive in character, they are 
not without effect. Persistent emphasis on the need for prime con- 
tractors to bear their share of the responsibility for achieving the eco- 
nomic goals of the United States in connection with public funds 
passed to them has brought about a growing awareness of the direct 
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accomplishments that they can make in these areas. Particularly in 
the area of small business are they aware that the Congress, as well 
as the Department of Défense, is serious in its insistence that these 
obligations be assiduously followed. By personal visits and by fre- 
quent reports, we have learned that many large companies are doing 
very fine things for small business. 

Summarizing the results of our small-business program, the Navy 
has been awarding approximately one-fifth of the dollar value of its 
total procurements directly to small business concerns as prime con- 
tractors, and at least another fifth is being awarded by large prime 
contractors to small business at the first echelon of subcontracting. 
We are doing our best to increase these percentages. 

Turning now to the matter of the use of small business in the mis- 
sile field, I first want to make clear that all of the basic elements of 
the small-business program which are used throughout Navy pro- 
curement apply also to purchases in the field of missiles. 

It is true that missile procurement does not lend itself as favorably 
to small business for direct prime contracting as do other fields of 
material procurement. The magnitude and complexity of modern 
missiles impose limitations on the participation of small business at 
the prime contractor level. 

Despite these complicating factors we examine each missile pur- 
chase when it is in the planning stage to make sure that we utilize 
small business wherever possible consistent with sound procurement. 
In numbers of separate actions, our direct awards to small business 
have amounted to nearly one-quarter of the total procurement actions 
under our missile programs. Nevertheless, dollarwise, the results 
have not been satisfying. Prime awards to small business have 
amounted dollarwise to about 3 percent. 

At the subcontracting level the situation is better. We have con- 
sistently kept our missile prime contractors alert to their responsibility 
to do as much of their subcontracting with small business as possible. 
Our semiannual reports from prime contractors do not show missile 
work separately. Therefore, I cannot give you exact figures on sub- 
contracting in this particular area. However, recently we have asked 
prime missile contractors for specific information. Judging from 
their replies, we estimate that at least 20 percent of our dollars 
awarded to large prime contractors for missile work is subcontracted 
by them to small business. This is in keeping with the percentage 
that prevails for other Navy purchases. Also, there is further sub- 
contracting by large missile subcontractors but the extent of this is 
not known. 

During this period of rapid technological change many of our mis- 
sile projects tend to linger in the research and development stage with 
production being limited to improving prototypes. Many complex 
considerations, among them cost, use of available industrial capacity, 
and operational risk, enter into a decision finally to go into full pro- 
duction. If quantity production increases in the future with attend- 
ant clarification of design and assembly problems, it can be expected 
that greater opportunities for small-business competition will occur. 

In closing this prepared portion of my statement I want to reiterate 
that among the many and varied responsibilities imposed on Navy 
procurement officers, the responsibility to small business is given full 
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effect. This is supported by the employment by the Navy of 100 
small-business specialists, full and part time, whose duty it is to insure 
full consideration of small business in each procurement. 

In addition, there are 37 industry cooperation officers in the field 
offices of the Material Inspection Service of the Navy who provide 
local counseling to small business, including information on subcon- 
tracting opportunities. 

The Navy is always ready to consider ways of improving its small- 
business program, and we hope that the discussions of individual cases 
brought out at this hearing will help us in this regard. 

Accordingly, in order to aid in getting at the facts involved, there 
are here with me today a number of persons. These are in addition 
to Rear Adm. Truman J. Hedding, United States Navy, who is the 
Bureau of Aeronautics general representative for the western district 
and is the senior representative present for the Navy. 

From Washington are: Capt. F. A. Allis, Supply Corps, United 
States Navy, Chief, Office of Small Business of the Navy; Comdr. 
Dale S. Good, United States Navy, Small Business Specialist, Bureau 
of Aeronautics; Harland Lewis, Assistant Director, Industria] Plan- 
ning Division, Bureau of Aeronautics; John Lenahan, Small Busi- 
ness Specialist, Bureau of Ordnance; Comdr. A. C. Jackson, Supply 
Corps, United States Navy, Office of Legislative Liaison, Navy De- 
partment. 

From Navy offices in California there are: Capt. William C. For- 
tune, United States Navy, Assistant, Bureau of Aeronautics, general 
representative, western district; Comdr. William S. Tenhagen, United 
States Navy, Office of Bureau of Aeronautics, general representative; 
Capt. W. A. Hasler, Jr., United States Navy, Naval Inspector of 
Ordnance, Lockheed Aircraft Corp., Sunnyvale, Calif. 

We are ready now to answer questions insofar as we can. 

Mr. Streep. Sir, how much importance does naval policy place on 
the fact that national defense requires a base of small business in its 
consideration of ready capacity or standby capacity, as well as its 
interest in seeing that the actual expenditure of procurement dollars 
goes to small] business ? 

Captain Facan. The Navy places a considerable importance on this 
as a prime factor in our defense mobilization base. The small-busi- 
ness support to the primes is of prime importance to the defense of our 
country. 

Mr. Sreep. Does their interest in that vary as to the type of work 
small business is capable of doing, especially in the light of this new 
weapons period we are now going into? Do you consider it in the 
light of small business as such, or small business in certain highly 
specialized categories ¢ 

Captain Facan. I would say it doesn’t vary. It is just as important 
we have a small-business base. The changing needs of the program, 
of course, will be adapted to small business even further when we start 
production. 

Mr. Streep. Many times, in discussing this problem, there is, I think, 
a legitimate concern or consideration given to the fact that small busi- 
ness is entitled, as a matter of justice, to a share of the defense dollar. 
It shouldn’t be cut out from its opportunity to participate in that by 
virtue of its smallness. But I think even more important is the factor 








00 
ire 


Id 
de 


ll- 


3eS 


re 
on 
he 


VW Oe 


° Be 





THE AIRCRAFT INDUSTRY 133 


that you have got to have a balanced capacity to produce in case of 
national emergency, and it is as important a segment or-cog to it as 
standby facilities and prime contractors, too. And if that is true, 
then, I think it also would follow that not only are we justified in em- 
phasizing the division of the moneys actually being expended now, but 
also that consideration always be given, when the problem comes up, 
that by the same token we carry cost overhead of making available 
standby facilities in the larger scale, that we also give some thought 
to the fact that the cost of small business standby readiness could be 
justified. I don’t know whether any practical way to apply that has 
een found yet, but if we are going into a situation that gets much 
worse, whereby by its own operation we force an unseemingly large 
amount of small business to go bankrupt and go out of business, we 
may wake up one of these days with a bigger problem of trying to 
secure our national defense needs than we would have if while there is 
still time we did something about keeping this smal] business intact. 

Mr. Roosevelt ? 

Mr. Roosrvett. Mr. Chairman, may I say that I completely concur 
in your remarks. 

Admiral—perhaps I should ask the captain these questions ? 

Admiral Hepp1ne. Well, you ask the captain, and I will step in here 
whenever I want to make a point here. 

Mr. Roosrvetr. The early witnesses that we had yesterday talked a 
good deal about progress payments, and also the difficulty of settle- 
ment payments. As far as I am personally concerned, the complaints 
that I have had mostly, that came through my office, have been on the 
subject of settlement payments, and the difficulty of getting a final 
decision. 

Is there any way you can suggest that we could improve or work on 
the problem of settlement payments, in order that—and would you be 
opposed to the putting of a penalty or the granting of interest, let us 
say, beyond a certain point of the delay in settlement payments that 
were granted ? 

Captain Facan. Your question involves the termination of con- 
tracts? There are a number of time safeguards built into termination 
action, such as the sale of the inventory, which, if not approved by the 
services before 90 days, becomes an automatic situation with the con- 
tractor. What I am trying to get across is we do have some inter- 
locks that try to promote a rapid settlement of the termination action. 

If it is not a case of mutual responsibility, but is one of unilateral 
responsibility on the part of the Government for delay, I can see where 
the payment of interest on the delayed reimbursement would be an 
equitable situation. 

Mr. Roosevetr. Are there any figures as to the general period that 
it takes to reach final settlement payments after the completion of a 
contract period ? 

Captain Facan. I don’t have them with me. I can get them very 
easily. 

Mr. Roosrver. I think it would be of interest for the committee to 
have a look at them. 

Mr. Sreep. At this point, would your small-business experts be able 
to make any comment as to whether or not small business has had any 
sizable amount of complaint or request for help for your services in 
this regard ? 
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Captain Facan. In the termination actions, Mr. Chairman ? 

Mr, Steep. Yes. Do you function in trying to service small busi- 
mere in that regard, as well as getting them in the business in the first 
place ? 

Captain Axis. Yes, indeed, Mr. Congressman. Personally to me 
have come two cases that I recall, where slowness of payments and 
other aspects of contractual changes which held up payments present- 
ed difficulties on which we could help the small-business man. Our 
action in the Office of Naval Material was to analyze the problem and 
present it forcibly to the particular purchasing office involved. 

Now, that is only two cases that have come to me. 

I have not heard of any substantial number of such cases going di- 
rectly to the procurement offices. I would say in summary that no 
problem involved here has appeared greater than the entire problem 
of small business in these times. 

Mr. Sreep. I may be inviting some additional trouble for you, but 
would it be fair to say that if any small plants, finding themselves now 
or hereafter in a difficulty of that sort and having yet failed to secure 
advice or help, did contact you, it might be one means of expediting 
some of their troubles. 

Captain Axis. Yes, indeed. And we would appreciate that being 
broadcast. We want to hear about such cases. 

Mr. Roosevetr. Captain, you mentioned 100 small-business spe- 
cialists. What grade in Government are they classified as? 

Captain Facan. Depending on their location, field grades are lower 
than those in the seat of government in Washington. I would guess 
they would run from about 7 through 13. 

Captain Atuis. In the field they are mostly about 11. I have a 
list of them. 

Mr. Roosevett. I think it would be of interest if we could have that 
information, too. 

Captain Aus. Yes, sir. 

Mr. Roosrveitt. What authority does the small-business specialist 
have? Mostly authority of recommendation? Can you give us a 
brief outline as to the specific authority they have? 

Captain Facan. Yes. As a matter of fact I can read you the regu- 
latory situation here. 

First, it is important that the small-business man report directly to 
the Chief of the Bureau. If he is in the Bureau of Aeronautics, for 
example, or if he is with the Chief of Naval Material, he reports di- 
rectly there, or to the Secretary, Mr. Bantz. He has direct access at 
all times. It is a straight-line situation. 

Mr. Roosevett. Let me put one problem to you and make it specific. 
They do have authority, I believe, to make the setaside projects that 
are ideal for small business; is that correct ? 

Captain Facan. Yes, sir. I think you might be interested to know 
that they have the power to make the decisions, and if there is an 
difference of opinion between the procurement people and the small- 
business specialist, it must be resolved at the higher level. As a re- 
sult, the decisions in setasides, in facility 





Mr. Roosevett. Well, that is specifically what I am trying to get 
at. Suppose the small-business specialist makes a setaside, and the 
purchasing authority doesn’t agree. Does this automatically get re- 
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viewed at a higher level, or does the decision of the purchasing au- 
thority automatically control ¢ ; 

Captain Fagan. Of course, the criteria for setting aside a certain 
portion of the procurement depend on a number of factors—whether 
or not the amount set aside will be at an economic production rate, 
whether or not in fact small business has a part in this field, and if so, 
is there enough—are there a number of small businesses that would 
compete? We wouldn’t want them to make a setaside with just 1 or 
2 small businesses able to produce. 

If there is any difference of opinion in the application of the criteria, 
yes, it would come to the higher authority for settlement between the 
contracting officer on one side, the small-business specialist on the 
other, and before the immediate senior to both of them. 

I think Captain Allis perhaps—— . 

Mr. Roosrvetr. Well, what I am trying to get at is, suppose the 
small-business specialist in the field wants to appeal an adverse 
ruling? What is his position, in all frankness. I mean, normally a 
fellow who gets overruled by his superior isn’t going te make much 
of a fight for it. And I want to know how much of a fight he is going 
to be able to make. 

Captain Auuis. To insure the most effective level of actual review, 
small-business specialists in procurement offices of the Navy are re- 
sponsible directly to the chiefs of the procurement office. That would 
be, for example, in our bureaus, directly to the chief of the bureau. 
In a field office, it is directly to the commanding officer of the field 
office. So differences of opinion generating at the working level 
would be appealed to successively higher levels. 

Mr. Roosevett. Automatically, or upon the motion of the—— 

Captain Axis. Upon the motion of the small-business specialist. 
It is his responsibility to consider all of the facts given him and to 
investigate as thoroughly as possible, and the responsibility on the 
other side to consider the small-business objective as fully as possible. 

Mr. Roosrvett. Well, you see, that is one of the things that bother 
me, because if it is upon his own motion, I am wondering how often 
he will make the motion. After all, he is not going to be the small- 
business specialist all of his naval career. 

Captain Axis. Well, it is a clearly fixed aspect of his organiza- 
tional position in the procurement office that he is in, that he is di- 
rectly under the chief or the topmost officer of the office. And that 
means a person who is responsible for all aspects of the procurement 
and the technical work as well. 

His decision to appeal depends on the facts in the individual case. 
But they can and do appeal, and often are sustained, because of the 
oor view of the problem that the chief of the office can bring 
to bear. 

The chief of the office, in turn—these are the chiefs of the bureaus— 
are in constant contact with the Chief of Naval Material, and with 
the Assistant Secretary of the Navy for Material, both of whom on 
numerous occasions have emphasized the importance of giving full 
effect to these small-business-program provisions. 

Mr. Roosrvett. Are there any figures available as to the number 
of recommendations that have been overruled by these small-business 
specialists ¢ : 
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Captain Aus. No, sir, I don’t have an actual count. I have in- 
stances in mind on both sides, but not a record. I think I can assem- 
ble one by estimate, which will be reasonably close. 

Mr. Roosevert. I think it would be helpful if you could do so. 

Mr. Jones, in his testimony yesterday, Captain, made some refer- 
ence to the fact that the Comptroller General’s Office would frequently 
make amendments. For instance, he says: 

Along about the seventh amendment of the IFB the quantity was increased 
and on the fifth amendment considerations for progressive payments were 
eliminated. 

What are the controlling factors of these amendments, and who 
does have specific control over them ¢ 

Captain Fagan. I can’t see the Comptroller General of the United 
States in this particular position. In the case of invitations to bid, 
that is on public advertising, the contracting officer, if he cares to alter 
the initial conditions of the bid quantitywise, specifications, any other 
conditions of the bid, can, at his option, up until the time of opening, 
obviously, send out modifications to the bid. He must, of course, take 
cognizance of the fact that the people involved in the bidding will 
have to have time to take into consideration these changes. 

Mr. Roosrvett. This is the contracting officer, let us say, in the 
Navy ? 

Captain Fagan. Yes, sir, the man who originally mailed the invi- 
tation to bid. In negotiated circumstances—I am not clear yet 
whether Mr. Jones was speaking of a negotiated or an advertised 
deal—it is much the same, but a little less formal an approach is 
taken. 

Mr. Roosrvettr. Well, now, at what point, if any, does the Comp- 
troller General’s Office come into it? I am not clear on that. And 
this testimony was given yesterday. 

Captain Fagan. The Comptroller General would come into the 
situation on the opening of a bid of the type where a question would 
arise whether or not it was a conforming bid, whether or not some 
statement in a letter of transmittal qualified the actual requirements of 
the invitation. 

As an example, if the invitation was silent on progress payments, 
it didn’t mention them—if this man made as a condition of his bid that 
he get progress payments, this would be a nonconforming bid since 
all the other people involved in the formal advertising did not have 
the same position. Even if they had the same exception, it wouldn’t 
be proper. They would have to bid according to the statements of 
the invitation, and nothing else. 

Mr. Roosrvetr. Now, the Comptroller General’s Office, then exam- 
ines at the time of the opening of the bids to see whether they conform ? 

Captain Fagan. Well, I stopped short, Mr. Congressman. 

Certain decisions can be made as to whether or not it is a small 
error in bid, or an exceptional oversight, or an obvious error. The 


contracting officer can correct that. Other more complicated situa- 
tions—and I believe that this voluntary inclusion, as a condition, of 
progress payments in a bid would have to be submitted to the Comp- 
troller General of the United States to rule whether or not it was a 
conforming bid—under certain conditions he would rule that it was 
not or was. 
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Mr. Roosrvett. Now, then, he has the power—for instance, if a 
number of bids are submitted, and if progress payments were not 
mentioned in the invitation for bids, then the Comptroller General 
would have the right to say whether a bid, which came in requiring 
progress payments, was conforming or not 4 ot} 

Captain Facan. Yes, sir. He would have the final decision—the 
contracting officer having judged it is a major discrepancy. 

Mr. Roosevett. It is a lot of power, isn’t it? 

Captain Facan. The Comptroller General of the United States has 
a lot of power. 

Mr. Sreep. Does the Comptroller General get into this picture by 
invitation or is he automatically into it ? 

Captain Facan. By invitation. 

Mr. Streep. Only when the contracting officer is in doubt, then he 
confers with the Comptroller General for clarification. That is when 
the Comptroller General gets into the picture ¢ 

Captain Facan. Yes, sir. Now, the proposed contractor involved 
can also approach him from the other side of the fence with an appeal. 

Mr. Streep. In other words, if the bidder thought that the contract- 
ing officer was eliminating him for something in his bid that he dis- 
agreed with, he then could go to the Comptroller General and perhaps 
get a ruling that his bid did conform, which would then be binding on 
the contracting officer ? 

Captain Facan. He can go to the Comptroller General. What de- 
cision would be made I can’t guess. It takes longer this way. 

Mr. Sreep. If he has a disagreement as to whether or not he con- 
formed with the contracting officer, and the burden was on him, he 
could likewise bring the Comptroller General into the picture ? 

Captain Fagan. By all means. 

Mr. Rooseveit. And could he hold up your giving the bid until that 
was settled ? 

Captain Fagan. This is the point I was trying to enter into this 
argument. The timing of course is important in the awards. And by 
the time the dispute comes up on who was or was not conforming, an 
award may have been made, based on the contracting officer’s decision. 
The Comptroller General, of course, has the authority to set aside the 
contract as being an improper document. 

Mr. Sreep. I know of one case, some time ago, where that actually 
was done, the contract was canceled. 

Mr. Roosevett. But of course the problem there is that the pressure 
naturally would be not to upset the existing award if an award had 
already been made. So it would have to be a pretty flagrant case to 
get upset, wouldn’t it? 

Captain Fagan. Yes, sir. 

Mr. Roosrvetr. I am just wondering whether it wouldn’t be better, 
as long as the Comptroller General is in the picture at all, instead of 
having him in the picture on a permissive basis, whether he shouldn’t 
be in in the initial instance to make the decision then and there, so 
as to both save time and eliminate some of the pressure that might 
exist ? 

Captain Fagan. It is a very quick operation from the Government 
side. From the contractor side it may be more slow, because of points 
he has to go through. 
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Mr. Roosrvett. But he would not have any initiative, let us say, the 
Comptroller General, to come in and add a progress payment provi- 
sion which was not there before ? 

Captain Facan. No, sir; he doesn’t deal with the specifications of 
the invitation. He merely rules on the legality of the action of the 
contracting officer. 

Mr. Roosevett. That is what I thought. And this doesn’t quite—— 

Captain Facan. Regarding this testimony of Mr. Jones, he may 
have been talking of the Navy Comptroller, or the Air Force Con- 
troller, who do get into advance payments and progress payment prob- 
lems. In the Navy the Comptroller of the Navy, Navcomp as we call 
him, does control progress payments and such things as that. { 

Mr. Roosevett. That may well be. Tell us about him. Who is 
this individual that I didn’t know about before? 

Captain Facan. I am not quite an expert on the fiscal side, except- 
ing that the Navcomp doesn’t ordinarily get into our problems in 

rogress payments. General instructions come down from DOD and 
oe to deseribe the required clauses that will go in advertising 
as to progress payments. 

The variation of the percentage of progress payments must be— 
in other words, if we want to pay other than the normally required 
70 percent of progress payments, if we want to run that up to 80 or 
90 percent because of a certain hardship on the contractor, or for 
other good business reasons, this is submitted to the Navcomp for 
a fiscal analysis to be sure that it is a fiscally sound decision. 

Normally, I repeat, the progress payments run 70 percent of ac- 
crued expenses. 

Mr. Roosevett. In other words, he may vary the conditions that 
were originally set forth after the contract is underway? 

Captain Facan. Well, there must be consideration, of course, for 
variance after contract. When that is done, a slight offset for interest, 
or that type of thing, or a change in the contract. A change in the 
delivery date could be a consideration. But there must be con- 
sideration. 

Mr. Roosevetr. And Navcomp is the officer who has the final au- 
thority on this? 

Captain Fagan. He has the fiscal authority. The contracting of- 
ficer puts it into the legal form. 

Mr. Roosrvetr. He made another reference yesterday; he said that 
“these are Navy Department figures.” Mr. Friedman, small-business 
specialist of the Navy office in Los Angeles recently stated that many 
small businesses go broke just bidding on Government projects. 

Is there any way we can eliminate some of the paperwork and the 
overhead that is necessary in the submission of these small contract 
bids? Has a really intensive review been made to try to eliminate 
the amount of paperwork that goes with the filing of the bids? 

Captain Fagan. We are in a continual review of paperwork. And 
it is my personal opinion that the procurement paperwork, because 
of its legal complexion, is down to pretty much of a minimum on 
procurement in the advertised field, certainly and certainly in the 
negotiated field. 

Now, I think in order to discuss the reduction of paperwork and 
redtape, we ought to separate the two situations—advertised fields 
and negotiated. 
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I can see no simplification of advertised, formally advertised, pro- 
curement; because of the complexity of the invitation itself. The 
invitation once accepted by the contracting officer is a contract. No 
further alteration need be made. Therefore, it has to be written as 
a contract. In the Navy, in our smaller purchases, less than $2,500 
we don’t use contracts—we use a streamlined method. In our field 
operations, we use an imprest fund, which is exactly as if I were going 
down and buying for myself a piece of hardware, hinges, seid Seite, 
anything else. I certainly think that what the services use in these 
smaller procurement methods should be used in subcontracting and 
that sort of thing. There is a lot of contro] necessary, of course. But 
there is certainly no sense in making a formal bid and formal con- 
tract for something that costs $150—for some of the examples I 
heard yesterday of $26 worth of 5 machined pieces. 

Mr. Rooseveit. The thing that worries me is when Mr. Friedman, 
if he made such a remark—I don’t know that he actually did—but if 
he did, it seems to me to point up that maybe there is a problem which 
should be looked into. 

Captain Facan. Well, apart from the simplification of the procure- 
ment of smaller cost items, I would think that perhaps—if I can 
anticipate what Mr. Friedman meant—in my experience in procure- 
ment, many small businesses, and perhaps large businesses for that 
matter, but small businesses in particular, have bid improvidently, not 
knowing exactly what the Navy specifications would lead them into 
as to tolerances and delivery times and procurement difficulties of 
subcomponent parts. Many of our advertised procurements are per- 
formance specifications, which could, particularly in the field of 
missiles and electronics, be rather misleading on the first blush. This, 
I would think, is, generally speaking, what Mr. Friedman intended 
to describe. 

Mr. Koosrvett. Well, couldn’t that largely be cured by the small- 
business people going to the small-business specialist and getting help 
at that level prior to actually going into the bidding? 

Captain Fagan. I would guess that those who do just that have 
insured themselves against any gross error. 

Mr. Roosevet. In other words, greater use of the small-business 
specialist by the small-business person will be helpful ? 

Captain Fagan, Absolutely. And the local inspectors of the Navy 
stand ready to explain anything. The big pitfalls are in the technical 
problems involved in contracts—not so much the legalistic things, 
but the technical problems of the specifications, which are sometimes 
hidden by reference. 

Mr. Roosrverr. Yesterday we had this sheet showing the qualified 
manufacturers of a certain type of material. Within your sphere, is 
this possible ? 

Captain Facan. Yes. We were talking yesterday of not a quality 
products list, but a qualified products list. The Procurement Act of 
1947 doesn’t have, as you know by experience, a provision for nego- 
tiation for quality. It was taken out, as a matter of fact, after long 
discussions. 

Obviously certain procurement that the Armed Forces must make 
must be assured as to quality—as aircraft parts. I think of another 
one, survival of equipment—parachutes. Any number of electronic 
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components, where the tolerances and the errors allowed are a mini- 
mum. 

In order to be sure that the products we buy will fit into what we 
are already building or will have the required quality that only mili- 
tary requirements need, we have set up a qualified products list. Each 
service has a qualified products list. A single technical bureau is 
— the administrative responsibility for its cognizant type 

ateria 

A company gets on this qualified products list by having submitted 
for test, ordinarily at its own expense, and the building of the sample 
for test at its own expense—may I correct one point here? Up toa 
point, the testing is at Government expense. The building of the 
sample is at the contractor’s expense. If the contractor’s model passes 
the tests in the Navy facility, this gentleman is entered on the QPEL, 
and for any procurement of that item his appearance on the list makes 
him applicable for taking part in the competition. 

There could be a list where only one manufacturer appeared. There 
could be many reasons for this—that he was the only one that antic- 
ipated any future procurement of this item and decided to spend 
the money to make his sample and get it tested. But in this case of 
Plexiglas, I understand there is some optica] problem involved. But 
the Plexiglas did come up as to why it was on a QPL at all. 

Mr. Roosevett. In nonsecurity matters, is there any possible review 
or appeal by someone who is turned down from this qualified products 
list when he thinks he was unfairly discriminated against ? 

Captain F AGAN. Well, one of the problems in buying for QPL, in 
public adv ould contain a require- 
ment that the manufacturer be on 1 the QPL for that particular item— 
is that there is not time in betwen the asking for bids and the opening 
and award to test any newcomer that comes in. This does bring us to 
a problem sometimes of just how to add to the list. 

The people who are turned down, of course, are quite unhappy under 
these circumstances, but our only advice to them is to take the time to 
enter the gear for test and finally end up on the QPL. But once the 
requirement for procurement is a QPL item, any award otherwise 
would be an improper seme 

Captain Atuts. May I adda word? There is a great effort to give 
as much advance notice of the employment of the QPL i in a procure- 
ment as possible. And the Navy strives to get as many people com- 
peting for a particular item on a QPL as possible. 

Annually, in the Department ‘of Commerce Synopsis of Procure- 
ments, there appears a list of those QPL’s which were employed during 
the preceding year, and which are ‘considered to be repetitive or per- 
haps approac ching repetitiveness in nature. 

Secondly, there frequently appears a notice in the Department of 
Commerce Synopsis of a contemplated procurement, where the QPL 
is to be employed. The Department of Commerce Synopsis carries 
with it a short description of how to go about qualifying, and en- 
courages all those in industry interested to qualify in plenty of time. 

The response is frequently disappointing, because of the expense 
of qualifying, and for other reasons, and the Navy is constantly, 
through advertisement, ende: wvoring to increase the number of people 
who can produce a qualified product. 
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Lastly, I would like to say that the QPL device is used only where 
necessary. We prefer not to have to use it. And the utilization of the 
QPL for a particular item is subject to a very considerable review at 
the time it is first employed, and then constantly reviewed subse- 
quently. So that the list is kept pared down insofar as possible, and 
all possible participation is encouraged. 

Mr. Roosrevett. Captain, what happens in the different branches of 
the Defense Department? Let us say that the Navy has a list of a 
certain type of item and you have five people on it, and the Air Force 
has exactly the same type of item and has different people on it. Is 
there any effort to coordinate this so that if one is on one list, to make 
them qualified to be automatically on the other ? 

Captain Atuis. I can’t answer that, Mr. Roosevelt. I am not aware 
of a QPL item—I will correct myself. There are cases where the 
QPL of one service is used by another. I am not exactly familiar 
with how the method of utilizing those qualified on both sides is 
employed. 

Mr. Roosrvett. What I am trying to get at is it seems obvious where 
it is the same material if a small business can qualify for the Air 
Force, he shouldn’t have to go through all the same expense to 
qualify over in the Army or Navy, because that is a real expense for 
the small-business man. Could you centrally use it in some way—or 
maybe it is being done? 

Captain Fagan. Lam sure itis, sir. I can check. 

Mr. Roosrvevt. I think it would be of value simply for information 
for the small-business man, so he might know that. 

Captain Fagan. Generally speaking, I am sure it is being done. 
We have a very close liaison on the technical side of this picture. An- 
other way it is being done is that if the qualified product is an end- 
use item, rather than a component, as it was in Mr. Jones’ problem, 
single service assignment takes care of it. In other words, the Army 
or the Navy or the Air Force does all the buying for the services. The 
component parts are a very minor part of the problem. 

Admiral Heppine. For many years the services have been embarked 
on the standardization of requirements and everything. And al- 
though I personally don’t know, I feel sure this area has been given 
serious study and steps are being taken. 

Mr. Rooseve.t. The more information we can have to give to the 
small-business community, the better off we would be. 

Thank you, sir. 

Mr. Moore, I wanted to inquire in your testimony where you indi- 
cated that the prime awards to small business amounted dollarwise to 
3 percent. Isn’t that an extraordinarily low figure? 

Captain Facan. This is for missiles only, Mr. Congressman. 

Mr. Moors. I believe the figure was 20 percent otherwise! 

Captain Facan. Yes. Prime awards to small business, in missile 
dollars, have been 3 percent—those that we could separate. 

Admiral Hepprne. That is prime contracts. 

Mr. Moorr. I noticed that figure. With respect to the overall 
picture, then, on prime contracts, it is around 20 percent; is that 
correct ? 

Captain Facan. Yes, sir. 
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Mr. Moore. I think one of the biggest complaints that I believe you 
have had the opportunity to hear at these sessions, from the small- 
business man, is the fact that your contracting officer places undue 
burdens upon the small prime contractors that are otherwise not placed 
upon a large prime contractor. 

I am wondering why certain impositions are made upon these 
small prime contractors, so that it makes it practically impossible 
for them to carry out the work, even Shonale they are successful 
bidders. 

Now, what are the reasons for those? Is that an insurance policy 
that the contracting officer wants to obtain ? 

Captain Facan. First, let me preface the statement by saying there 
is no difference in our procedures in contracting with large and small 
business—no difference at all. Difficulties and misunderstanding do 
arise in the initial contracting with small business, inasmuch as the 
contracting officer is not quite sure of the ability to perform of the 
small man, not having had experience with him before. He could, 
perhaps, be new to, say, Navy contracting. He may be in a question- 
able fiscal situation. This was given credence by an NPO representa- 
tive quoted here, when he said many small businesses were given the 
kiss of death, or, at least, did themselves out of business on Govern- 
ment contracts. 

The preaward investigations and surveys we make are based on try- 
ing to avert that. Let me emphasize: Our principles of contracting 
apply to small as well as large; our principles of assistance apply to 
both. There is no discrimination. 

Mr. Moore. The particular point observed and testified to here 
was that the contracting officer took out the provision, I think, on 
either the fifth or seventh amendment with respect to a payment of 
progress money. And that, of course, I would assume, could have 
been all at 1 sitting, rather than assume that the first amendment was 
1 month, and 3 weeks later the contracting officer further amended it, 
and the small-business man agreed to go along with those amendments. 
And then, at some time later, he amended it again. And it seems as 
though, in the eyes of this small-business man, Mr. Jones, that every- 
thing was being done to place a further impossibility upon his ability 
to carry out the intent of the contract. Now, isn’t that as you see 
it? 

Captain Facan. In order to intelligently comment on Mr. Jones’ 
situation, T would have to literally read the contract and read the 
contract file. I am not clear on just what went on here—whether all 
this took place before the signing of the contract or after the signing 
of the contract. I am just not able to comment on the situation. 

Mr. Moorr. Now, were you present during the statement, I believe, 
of Mr. Marschalk. when he indicated that a problem of the small- 
business man is, also, this question of design piracy, and that the 
small-business man uses his ingenuity, his know-how; he arrives at a 
formula to manufacture this item, and then al! of a sudden he finds 
out that you people in the service have taken it from him, or given it 
to some fellow down the road that is a big-business man. 

Captain Facan. I was here; yes, sir. 
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Bons Moore. What would be the Navy’s answer to a charge like 
that? 

Captain Facan. The Navy’s answer to that one is that we don’t 
propose to use proprietary information unless we buy it with that un- 
derstanding. nder research and development contracts, we have, 
as a part of the contracting clause, the entitlement to the data de- 
veloped under that particular contract. Under supply-type contracts, 
it is the intent of the Navy, and I might say it is the intent of the 
Department of Defense, not to take proprietary data or trade secrets 
without having negotiated for them, epeciieglh ; 

Now, the whole problem of this limited- or unlimited-rights clause is 
up before the Assistant Secretary of Defense, Supply and Logistics, 
now. It has been a problem for the last 15 years I have been in procure- 
ment, I know. It involves patent law and definition, primarily. What 
is a proprietary item to me is not one to somebody else, or vice versa. 

Mr. Moore. It would also, though, would it not, sir, open the door 
for the Navy to take this particular know-how of the small-business 
man, under this one contract that he is awarded—it may be just for a 
small amount of work. Then, following that initial contract relation- 
ship, the Navy then, by reason of the invocation of this clause, is 
perfectly free to usurp the proprietary rights that are there covered; is 
that not correct? 

Captain Fagan. That is true, under the broad-data clause. 

Mr. Moore. And which would not fully, in some instances, com- 
pensate this small-business man for his diligence, his work, his in- 
telligence, and the time he has devoted to arriving at this proper 
formula ? 

Captain Fagan. While my answer to your question is true, it is not 
that simple, actually. I suspect that a patent lawyer would have a 
different idea of what we were entitled to than the man who signed 
the contract, the contractor himself. 

As I say, section 9, part 2, of ASPR, is being worked on consid- 
erably, and much amplification is going to have to be done and become 
a part of the contract, so that there is no question about what exactly 
the contractor is agreeing to when he signs the contract, and what 
we give to him when we sign the contract. 

Mr. Roosrevett. Would the gentleman yield ? 

Mr. Moore. May I follow up just a moment? Both the chairman 
of this subcommittee and Mr. pissed made statements with respect 
to the fact that you, as the Navy, are as much interested in preserving 
the small-business community as you are a large-business community 
as it is necessary for the national defense of the country. And your 
answer I agree with, and, of course, I firmly agree with the chairman 
and Mr. Roosevelt that that is, certainly, the intent of this committee. 

Now, would it not be true, sir, that one of the best ways that we 
could protect this small-business community is to prevent this design 
piracy that exists. In other words, if the small-business companies, 
by reason of their particular operation, coming forward and develop- 
ing these projects, as I say, by their know-how, their intelligence, 
their stick-to-itiveness, and, probably, their ability to put more time on 
it than the large company, don’t you think we could go a long way 
toward protecting that small-business man if we wouldn’t always be 
insisting upon his giving up or assigning to a particular service the 
know-how that he has developed, because if you don’t ask him to sur- 
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render that right, you are always going back and asking him then to 
reproduce the item ? 

_ Captain Facan, Yes, sir; I agree entirely with you. And I re- 
iterate our policy is not to take from any contractor that that we didn’t 
buy from him. Our contract 

Mr. Moore. Well, I think it is a play on words. 

Captain Facan. As I say, it is such a complicated subject that I 
do not have the complete detail. 

Mr. Moore. You use the term “buy,” and the small contractor says, 
“You make me sign that before I get the contract.” 

Captain Facan. Well, if a small contractor has, for example, a 
trade secret, a heat-treating situation, on some wristpins, that is recog- 
nized as his property. He is the only one that knows how to do it. 
If I want that trade secret as a result of a contract for wristpins I 
have with him, I should put on my schedule as item 3, shall we say, 
trade secret, how to heat-treat wristpins, so many dollars, and then it 
is mine, and I can go out and use it for reproduction, reprocurement, 
or anything else. This is an oversimplified situation, but it is exactly 
an application of the thing I say “buy what we want” is intended to 
mean. 

Captain Autuis. May I supplement with two points in this? 

No. 1, the rights which the Government buys in these cases is usually 
a right for its own use, a royalty-free license. The commercial ap- 
plications, if any, reserve themselves to the small-business creator. 

No. 2, it is interesting to reflect that this runs head on into another 
principle of our small-business program which we are also working 
on, and that is the obtaining of all possible detailed specifications and 
drawings and other technical information so that other small busi- 
nesses may be enabled to participate in future procurements. 

Now, it has actually been suggested, and we have actually consid- 
ered, whether proprietary information created under Government 
contract by small business might conceivably remain with small busi- 
ness while that created by big business would become available for 
general use. That would be a directly contradictory situation, but 
it has been considered. 

But there are two direct opposites here: One, to make the freest use 
of technical information possessed by the Government so that small 
business may use it and participate; and the other to reserve it as 
much as possible to its creator. 

Mr. Moore. May I follow with one question ? 

Would it be fair to say, then, that by reason of the fact that you 
make this same requirement of big business or a large prime contrac- 
tor, that the equities are balanced, that the small-business men, by 
the know-how or the process that you gain, or which comes under your 
control from the big-business fellow, or the large prime contractor, is 
made available to the small-business man ? 

Captain Axuis. That is our constant effort. 

Commander Tennacen. Captain, may I add it is not the Navy’s 
policy to buy background rights? We only buy foreground rights 
under the patents. That is, if a small-business man owns the rights 
to a product we do not buy them. We continue to deal with him for 
the procurement of that particular supply. And we have a negotiat- 
ing authority in order to do that. 
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Mr. Roosevetr. So that I may understand the problem of propri- 
etary right, is it merely the fact that perhaps he has not got a patented 
invention, is that correct, but he has something which he does a little 
differently and he has not been able to patent it or doesn’t want to 
patent it. But it is secret, so to speak ? 

Now, if in that case the Navy buys it, I presume the Navy then 
turns around and feels perfectly free to tell John Jones or North 
American or anybody else that this is the item we want you to use, 
and this is the method by which you will do it, having bought it from 
the original Se owner ; is that correct ? 

Commander Trennacen. We would buy this item under a specifica- 
tion of our own. We would never use a small-business man’s product 
as an example of what we wanted to buy. 

Mr. Roosrvert. You might use his process, though. And you 
might put that into your specification, if you had bought it; is that 
correct ¢ 

Commander Trenuacen. That could be. 

Mr. Roosrveir. Now the small-business man is saying he wants that 
reserved to him so in each individual case he may license it, rather 
than sell it to you at a price. He hasn’t any idea whether it has an 
value or not. And if it turns out to have value the price at whicke 
he sold it to you may have no application at all. And therefore the 
fair and the right thing to do is let him reserve that and make a 
proper licensing arrangement with him if and when you want to use 
it. 

Commander Tennacen. If it was an item such that it was so com- 
plicated it should be that way, I think so. 

Mr. Roosrvettr. These are the basic things Mr. Marschalk was talk- 
ing about, and I am glad to hear they are being worked on. 

ee Facan. May I say one more word. This is a tremendously 
complicated area. The real opposition in industry is toward the un- 
limited rights clause, what we say in the unlimited rights clause. My 
examples were intended to show what we mean by the clause but would 
tend not to say that to some people. 

Mr. Steep. Well, would a situation something like this get into what 
they are complaining about ? 

Suppose that you had some item that was not good enough to do what 
you wanted it to do, and after a while you would take this problem and 
farm it out, say, to three specialists in the small-business field who deal 
in that general sort of thing—to see if one of them could come up with 
a solution to it, and suppose that having done that, one of them did 
find an answer to it. Then under your contract, you would feel free to 
make the solution of that problem available to anyone else that you 
procured from ? 

Captain Facan. Not quite. It depends on—if our contract with 
each of the three was a research and development contract—— 

Mr. Streep. I am talking now about something that the small-busi- 
ness man didn’t originate himself. But you say to him, “We have a 
problem, can you lick it for us?” And he is able to do it. ; 

Captan Facan. We have asked him under a contract, depending 
on the wording of the contract. Everything he finds out as a result 
of our contract would by the terms of our contract be ours. If he used 
any background patents or secret devices of his own, and they became 
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a pert of this, and he developed them on his own expense, that is techni- 
cal data that is proprietary. 

Mr. StExp. Well, now, is this field of complaint coming out of some 
of this sort of thing where you go to people and say, “Can you find an 
answer for us,” an then after they found it they would like to keep it? 

Captain Facan. Not so much. I think these come more from our 
supply contracts. Research and development contracts give us very 
little problem excepting for the issue of background data previously 
developed by the company to whom we went with this research: and 
development matter. 

The real problem is that the military requirements of our equipment 
require that, as an example, the man on board a cruiser must know 
how to overhaul, for example, this particular high-pressure feed 
pADPR. As a result of having to know how to overhaul it, he must 

ave everything the company used in making it to make clear to him 
the maintenance necessary, the repair of parts, or even the fabrication 
of parts at sea on a ship’s lathe. 

Mr. Streep. Now, here is a small-business man who comes up with 
an idea of his own ingenuity. And he knows that it has certain appli- 
cations that would be of value to you. So he comes to you and says, 
“Look, I have a gadget here that you can do so and so with.” And 
you are eeaeen in it, and you take it. Now, that is his creation. It 
may not be—it may just be a variation of something that is not patent- 
able. But it is still of value to you. 

Now, in your policy of wanting more than one source of supply, how 
do you handle that situation to protect what he has done? It may be 
something that you might suddenly need a lot of. Do you deal exclu- 
sively with the man who brought the idea to you, or do you insist that 
this know-how and this ability to produce be placed in the hands of 
some other company, too, so that you would have more than one source 
of supply ? ' 

Captain Facan. I think the possibility of doing the latter, place it in 
other people’s hands, is what the focus of this issue is on. It depends 
on what we bought when we bought the idea in the first instance. If 
we didn’t buy the so-called proprietary rights with the first produc- 
tion run, or with the prototype, we would run the risk of violating his 
possible proprietary rights in so expanding the competitive field. 

Mr. Roosevert. Yes; but his trouble is you wouldn’t have anything 
to do with him unless you can buy them. Youstick it to him right then, 
“T won’t deal with you unless you sell it to me.” 

And that is the thing he is complaining about. 

Mr. Streep. He has made a better mousetrap and you are using a 
poor-grade mousetrap. So you decide to adopt the better mousetrap, 
and that means a rather substantial replacement program. Does he 
get the exclusive job of making all the replacements ? 

Mr. Roosevettr. No; because the admiral made him agree to let him 
do whatever he wants with them, otherwise he wouldn’t buy the better 
mousetrap. 

Mr. Steep. I am asking this hypothetical question. 

Captain Axuis. Mr. Steed, I think in my experience during the past 
year, as small-business adviser for the Navy, the larger pressure has 
been from small business to get all the detailed information and make 
it available to them so they can participate in the manufacture. 
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Mr. Roosrvett. You have reversed the appeal here now.. But the 
complaint before the committee was the other side of the appeal. 

Admiral Hxpptne. One of the problems we have is the manner in 
which the specifications for a particular item are written. We have 
to be very careful in writing the specifications we do not point toward 
a sole procuring source. Therefore, we have to make our specifica- 
tions such that they will build us what we want and meet our speci- 
fications. Now the fact that one fellow has developed a method to 
build to meet a particular specification—other people can get in that, 
too. It is the writing of the specifications that is critical. 

Mr. Sreep. Now, take a case like this. I invent and patent some- 
thing and I have exclusive right to it and you want it. And then, of 
course, if you deal with me, I have to agree through payment of 
royalty or some other remuneration that you have permission to get 
that produced in more plants than mine. Is that right? 

Captain Fagan. The example you cite, Mr. Chairman, is a little 
concise compared with most of our problems. You have the patent on 
this thing 

Mr. Streep. Since you do do that in the case of a clearcut patented 
item, isn’t the answer that these men are complaining of better to be 
found in doing something of that same sort in these proprietary right 
things, rather than an outright purchase by you, and then does the 
royalty payment idea fit in any of these? 

That is, while he may not get a contract to do a lot of this work, if 
he has an income from it 

Captain Fagan. The royalty payment is obviously the proper solu- 
tion to the use of a proprietary right of any given contractor. The 
point is to establish the proprietary right. 

Mr. Streep. One of our witnesses yesterday, for instance, had made 
a prototype he talked of in the missile field. And it was apparently a 
very good job, and entailed some very highly technical headaches, and 
he had been able to do it. But when they got into the field of procur- 
ing that, producing that item, he was not permitted or did not have an 
opportunity, and didn’t get any of the benefit of helping to proudce 
the prototype he had developed. And to me there may be good legal 
and other reasons why that is so. But if I were in his shoes, I think 
I would complain, too. If I was good enough to make the proto- 
type, it would be hard to convince me I was not good enough to help 
produce it. 

Captain Facan. Mr. Chairman, this is a part of the general prob- 
lem confronting the office of the Assistant Secretary of Defense. 
Yours is the kinetic problem and the other is the legal problem. 

Mr. Streep. Since we had that specification mentioned by one of our 
witnesses, assuming everything he said was correct, I thought he had 
some grounds for complaint. 

Mr. Roosevetr. Mr. Chairman, could I suggest it might be a good 
idea if this committee could be informed when the proper authorities 
do reach new decisions on these proprietary rights—if we could be 
informed of those decisions ? 

Captain Fagan. We would be very happy to. 

Mr. Moorr. Mr. Chairman, I certainly agree with you. I think 
this is probably a point that we can do moret with as a committee 
than any other, and it is one of the most important. This was the 
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reason for my questioning along this line. And to get to specific ex- 
amples, I can almost see the next problem, or the next complaint, that 
the small-business office around southern California is going to have 
from one of these small-business men which appeared yesterday in the 
testimony of one of the witnesses. I believe it was Mr. A. K. Knittel 
of K. & D. Precision Tool Co. when he indicated his company had 
been given a contract to produce certain items, and he kept telling the 
contracting officer, “This won’t work. The specification that you send 
out, we can machine them, tool them, and produce that particular 
item. But it won’t do the job.” 

He went on to say that they had, in their small shop, experimented 
a great deal with different types of metals and materials, and they 
had found a method whereby they could successfully tool this par- 
ticular object. What is going to happen, eventually, as I understand 
the testimony, after so many rejects had occurred, eventually the con- 
tracting officer called him up and said, “Say, what is this thing you 
have found out? Would you mind telling us, or would you mind pro- 
ceeding along those lines in giving us the result ?” 

And as soon as he does, that is the type of know-how and the design 
piracy I think we are talking about here. 

Now, maybe it is not a design piracy, but it is a know-how or a 
solution, as the chairman says, that he has worked on himself. I 
think it is the general consensus of the committee that he should be 
safeguarded somehow, and continue to have the right, if in working 
on one of your orders he arrives at either a better method or let us 
say that in this particular instance, as I understand it, the specifica- 
tions as given to him would not have produced a workable piece of 
equipment. Through the ingenuity of his company he arrives at some- 
thing better. And then as a result of the contract he has, next week 
or next month, or when it is really in need, somebody else is produc- 
ing the item. I think we cause an unnecessary sacrifice on his part in 
order to do just a little bit of business with the various branches of 
the services. 

Mr. Streep. Assuming this sort of situation is true, then the mili- 
tary, I think, would be in a position of proving that making a better 
mousetrap does not make the world beat a path to your door? 

Commander Tennuacen. Mr. Chairman, if this know-how or idea 
can be patented or copyrighted, the protection is there for the small- 
business man. [If it cannot be, if it is merely a matter of doing things, 
then it succumbs to competition. If the man who originally built it 
and has the tooling cannot underbid his competition, he loses out. 

Mr. Sreep. Perhaps your experience, Captain, would more nearly 
approach an answer to this. 

In your dealing with these smail firms, have you had any opportunity 
to discover how many of them are capable or aware of or equipped or 
informed to know the requirements and the methods and the proce- 
dures you go through to get copyrights and patents? Are all of them 
the type companies that would protect themselves or be able to pro- 
tect themselves in that field ? 

Captain Axtis. I have no specific experience in that, no specific 
case. But I think it is reasonable to expect that the small-business 
man would be harder put to have within his own organization all of 
the necessary knowledge and procedural technique to protect him- 
self. He would have to appeal outside for help. 
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Mr. Srrep. From what little experience I have had in helping con- 
stitutents in that field, many of these things are just a variation from 
something else, and there gets to be a finé point as to whether the 
alteration or change or addition is patentable. And sometimes that 
requires some very skilled legal and other help. And I seriously sus- 
pect that many small firms just would not recognize that or have the 
ability to cope with it. And they might lose some of their rights 
through that fault. 

Well, gentlemen, we want to express the committee’s very great - 
preciation for your cooperation in coming here today. And it may be 
that as we go into this, there may be another point or two that we will 
need some clarification on. If so, we will deal with you through cor- 
respondence. I don’t know of anything right now, but there may be 
a few points we want to clear up, and we will correspond with you if 
we do. 

Admiral Heppine. Well, Mr. Chairman, I hope we may have helped 
a little in a very complex area. Anything we can do in the future, we 
are certainly available, both here or in Washington, or any other 
place. 

Mr. Steep. We certainly appreciate it, and we are sorry we kept you 
tied up here such a long time. 

(Additional information supplied by the Department of the Navy 
follows :) 


DEPARTMENT OF THE NAVY, 
. OFFICE OF NAVAL MATERIAL, 
Washington, D.C., July 31, 1958. 
Hon. Tom STEED, 
House of Representatives, 
Washington, D.C. 

My Dear Mr. Steep: At a recent hearing before your committee in Los Angeles 
on June 27 and 28, your committee asked for certain additional data. These we 
would like to submit now. 

You asked for information on the average length of time that is taken to make 
final settlement under terminated contracts. In accordance with the terms of the 
standard termination clauses provided by section VIII of the Armed Services 
Procurement Regulation, a contractor is allowed a period of 2 years from the 
effective date of the contract termination in which to submit a settlement proposal 
or claim. Such 2-year period may be extended by the contracting officer upon the 
request of the contractor and it very often is extended. Claims not complicated 
by special conditions are generally settled within 6 months from the date of 
submission. Settlement of claims of a more complex nature or where numerous 
subcontractors are involved may take longer depending on the particular circum- 
stances in each case. 

The time required for termination, of course, is affected by the termination 
arrangements of the prime contractors with his subcontractors. There is nothing 
in the regulations which precludes a prime contractor from negotiating a settle- 
ment with his subcontractor and making payment. This settlement, however, 
must be approved by the contracting officer or his authorized representative prior 
to final settlement of the prime contractor’s claim. Authorizations may be given 
to contractors to permit them to settle subcontractor ermination claims up to 
$10,000 without prior Government approval or ratification. In addition, desig- 
nated members of the Material Inspection Service of the Navy, acting as repre- 
sentatives of the contracting officer, are authorized to approve termination settle- 
ments up to $500,000 between contractors. A short form settlement proposal, 
DD-831, has been in use for several years on small claims up to $1,000. This 
form simplifies certain settlement procedures and reduces the amount of docu- 
mentation ordinarily required on large claims. 
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Finally, it should be pointed out that in recognition of possible financial hard- 
ship caused by termination the existing regulations provide for prompt and liberal 
partial payments up to 90 percent on allocable cost incurred on the terminated 
portion of the contract. 

Your second request, for supplemental data, was for the grade structure of the 
small business specialists of the Navy. There are exactly 99 small business spe- 
cialists in the Navy as of this writing, 13 of them full time and 86 part time. 
In addition there are 1 full-time and 36 part-time industry cooperation represen- 
tatives in the offices of the inspection services of the Navy. While the industry 
cooperation representatives do not actually participate during the solicitation 
stage of procurements, their duties require them to promote the objectives of 
the small business program of the Navy during the period of contract administra- 
tion and in the process of giving full and helpful information to small business 
in the field. This total of 136 persons, full and part time, is summarized as to 
grade structure in the enclosure hereto. 

The 16 part-time persons indicated in this enclosure of the grades of 6, 7, and 
8 are all small business specialists. They are located in minor field procurement 
offices of the Navy which together purchase not more than 3 percent of the total 
procurement of the Navy. They are all part time, giving only a small fraction 
to review of procurements on behalf of small business, and, because of the par- 
ticular nature of the buying done in these offices, the discretion which they must 
bring to bear on procurements is not great. 

You also asked for an estimate of the number of times appeals have been made 
to the chiefs of purchasing activities by their small business specialists and a 
breakdown of this estimate between those appeals sustained and those appeals 
overruled. It is estimated that approximately 20 such appeals were made and 
that about half were sustained and half were overruled. These are appeals which 
are formally made, although verbal, and involve some point of the small business 
program concerning which agreement could not be reached by the small business 
specialists at the working level. It is clearly provided in Navy regulations that 
small business specialists have the authority to make these appeals direct to the 
chief of their activities. However, it can be understood that to be most effective 
this power must be used sparingly. It is in the daily work of the small business 
specialists among the purchase officer and technical personnel where the talents 
of the small business specialists can be most effective. The effect of one appeal 
is to clarify the basic principles of the small business program for a considerable 
time. 

Another point on which you desired further information was as to the coor- 
dination among military services in regard to qualified products list items and 
the data on those companies who had successfully qualified. Regulations re- 
quire each department to furnish copies of its QPL’s and other qualification in- 
formation to each of the departments. This includes information on individual 
companies who have qualified. Following the same principle of wide dissemina- 
tion, all QPL information is distributed among interested bureaus and procure- 
ment activities of the Navy. 

Title 10, United States Code, section 2452, assigns to the Secretary of Defense 
the responsibility to establish, publish, review, and revise lists of qualified prod- 
ucts. Policy and instructions for procurement of qualified products are contained 
in section II, part 5, of the Armed Services Procurement Regulation. It is the 
policy of the Department of Defense that coordinated military specifications are 
prepared and used for materials procured by more than one department. The 
use of coordinated specifications is mandatory for common items. Furthermore, 
if qualification test is to be a requirement, it must be so specified in the specifica- 
tion. 

Finally, your committee requested that information on new policy in regard 
to proprietary rights matters should be communicated to your committee, This 
request has been passed to the Assistant Secretary of Defense for Supply and 
Logistics together with your additional suggestion that the Department of 
Defense might find it advantageous to prepare written material for general 
use by industry describing the proprietary rights’ policies of the Department of 
Defense. 

We would be happy to provide any additional information on these subjects 
that you might wish. 

Sincerely yours, 


H. M. FaGan, 
Captain, SC, USN, 
Assistant Chief of Naval Material (Procurement). 
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Small-business specialists and industry cooperation representatives 


























| {| 
Rank or grade | Full Part Rank or grade Full Part 
| time time time time 
CR St at, ieee eee er 1 6 General service 12. ..............- 2 25 
Commander and lieutenant colo- | General service 11... -............-. 5 19 
gee lao 1 | 8 || General service 10..._..---.---.. 0 8 
Lieutenant commander and || General service 9_.............__- 0 21 
major... ......-----.. ae 1 | 4 || General service 8. ................ 0 7 
Captain, USMC......... 1 | 0 || General service 7.......-.....-...- 0 7 
ist lieutenant_........._-.- | 0 | 2 General service 6. ............-... 0 2 
Chief warrant officer a 0 | 1 |} —|————— 
General service 14 “ 1 | 6 WORE: hupidddaaccontsatenes 14 122 
General service 13_. 2 | 6 || | 





(Whereupon, at 12:45 p. m., the committee recessed, to reconvene 
at 2 p. m., the same day.) 


AFTERNOON SESSION 


Mr. Streep. The committee will be in order. At this session, the 
committee will hear representatives of the Air Force. 

Colonel, if you will identify yourself and your associates for the 
record, then you may proceed in your own fashion. 


TESTIMONY OF COL. RICHARD E. SIMS, DEPUTY DIRECTOR OF 


PRODUCTION, HEADQUARTERS, AMC, WRIGHT-PATTERSON AIR 
FORCE BASE 


Colonel Srms. Mr. Chairman and members of the committee, I am 
Col. Richard E. Sims of the Directorate of Procurement and Produc- 
tion, Headquarters, AMC, Wright-Patterson Air Force Base. 

My official title is Deputy Director for Production and I have 
official responsibility insofar as the Air Materiel Command is con- 
cerned for production policy matters that have an important bearing 
upon the matters now before this committee. 

Although I have had this title since February 1, 1958, I have 
actually been on duty in this assignment only since the 15th of April, 
or for approximately 214 months. 

Prior to the 1st of February, for approximately 114 years, I had 
been the Deputy Director for Industrial Readiness, with responsibility 
for planning Air Force programs for industrial support in time of 
war. 

Iam a graduate of the Military Academy at West Point and of the 
Graduate School of Business of Columbia University, and of the 
Industrial College of the Armed Forces. 

I have brought with me here today Col. Phillip Kuhl, Chief of 
the Facilities Branch of our Industrial Resources Division; also Mr. 
Charles Scott, who is Deputy Chief of our Contract Administration 
Branch and Mr. Maurice Johnson, our top small-business adviser ; 
and Mr. George Byrnes, Small Business Adviser of the Air Procure- 
ment District. 

We also have present today Lt. Col. Raymond Medberry, who han- 
dles legislative and liaison matters for the commander, AMC. We 
have Colonel Ellis, of the Ballistics Missile Office. He is accompanied 
by Colonel Bollinger and Mr. Clark. His office is located in Ingle- 
wood. 
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We also have Mr. Watkins here, from the Ballistics Missile Office. 
I believe he is the top small-business man in that shop. 

In addition, we have Colonel Scurlock, and Mr. McMurray from 
Headquarters, USAF, in the Pentagon. 

Now, with these introductions completed, I would like with your 
permission to read a prepared statement. 

I might say in starting, Mr. Chairman, that the Air Force appreci- 
ates the opportunity of providing information which complements 
that previously given your committee concerning Air Force procure- 
ment as it relates to small business. 

In your preliminary letter you requested that we be prepared to 
discuss— 

(1) The extent of use of Government-owned equipment and 
facilities by large prime contractors; 

(2) The control or supervision exercised by the Air Force over 
prime contractors ; 

(3) The degree of coordination existing between the Depart- 
ment of the Air Force and prime contractors as to subcontracting 
and the extent of influence which the Department of the Air 
Force exerts in connection with the awarding of subcontracts; 

(4) The use of small business in the missile field and the im- 
pact of renegotiation on the industry. 

As a means of explaining the general problems we face in weapon 
system procurement I would like, with your permission, to treat the 
subject of the use of small business in the missile field first and then 
continue through the other subjects in the order of your letter. 

My statement will be followed by a presentation by Colonel Ellis 
on small-business participation in the Air Force ballistic missile effort. 
My statement is confined to nonballistic missiles. Colonel Ellis’ talk 
is confined to ballistic missiles. 

Recently, Major General Senter, Director of Procurement and Pro- 
duction at Headquarters, AMC, testified before the Senate Small 
Business Committee. Some of you gentlemen may have read this tes- 
timony. Because he very aptly defined that portion of weapon system 
procurement relating to smal] business, I have drawn heavily on his 
testimony. 

On May 22, 1956, in Los Angeles, and again on June 29, 1956, in 
Washington, this committee was given a somewhat detailed descrip- 
tion of the Air Force small-business program, its organiaztion, and a 
history of the development of that part of the program that relates to 
subcontracting to small business. The implementation of the program 
is directive upon all Air Force procurement agencies and personnel 
alike, notwithstanding the type of item or system under procurement. 
In other words, our small-business program applies to all procure- 
ments, 

I have referred to this testimony of previous years, which is a part 
of your committee’s record, in order that this point may again be em- 
phasized. The Air Force subcontracting program and the participa- 
tion in that program on the part of large prime contractors and major 
subcontractors was established and in operation prior to the relatively 
recent increasing emphasis on missiles. 

The large prime contractors and major subcontractors in the missile 
field have actively participated in the small business subcontracting 
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program for several years, thus the increasing emphasis upon missiles 
has posed no new problem in this respect to the Air Force and its large 
contractors since the same policies and procedures with which these 
contractors were quite familiar are applicable to the missile business. 

I want to point out that my statement will pertain to the Air Force 
family of nonballistic-type missiles being procured from our com- 
mand headquarters complex in Dayton, Ohio. 

My objectives are to introduce your committee to our missile pro- 
grams; to reflect our experience with the weapon system contractor’s 
method of procurement; to indicate why small faniniad normally 
cannot be selected as overall weapon system contractors; to show, on 
the other hand, the degree and significance of the small-business con- 
tributions to our program; to indicate why we have resorted more 
to contractor-furnished equipment in comparison to Government- 
furnished equipment for our missile systems; and finally, to present 
statistics which I feel reveal a healthy small-business support of our 
missile effort. 

The matter of missile procurement is an involved and complex 
management problem for the Air Force because of the broad spectrum 
of different type missiles required to assure Air Force ability to per- 
form its worldwide defense responsibility. 

For example, we must have both surface launched and air-launched 
missile systems. Specifically, for area air defense of the United States, 
we have a relatively long range surface-to-air missile. 

Additionally, we have several types of air-to-air missiles which 
are fired from our supersonic interceptors; we have surface-to-surface 
missiles ranging from intermediate to intercontinental ranges, which 
are of the nonballistic type; we have air-to-surface missiles which can 
be launched from our long-range bombers; and, of course, we have our 
family of ballistic missiles. To keep each of these varied programs 
on schedule against the set timetable, while keeping under reasonable 
control the variables involved, is not only a tremendous task for our 
procurement personnel, but is a formidable challenge to our Air Force 
contractors as well. 

The Air Force accomplishes management surveillance over these 
varied programs by selecting a weapon system contractor for each 
missile system. The selection is made by an AMC-ARDC-Using Com- 
mand Source Selection Board and is highly competitive. Our major 
systems under development, as many as 20 major corporations, con- 
sidered to possess the best qualifications to accomplish the task, are 
invited to participate in a competitive elimination process, which leads 
to the eventual selection of a system prime contractor. 

These contracts are so written as to make it a contractual obliga- 
tion and responsibility for the system contractor to coordinate all the 
vast effort required to develop and produce an integrated missile 
system. 

’ By this method the Air Force conserves and concentrates its avail- 
able technical and management talent to effect “single point” direc- 
tion of each program to insure overall system requirements are met. 
The system contractor is the agency which implements and coordin- 
ates that direction throughout the industrial complex to develop, 
fabricate, assemble, test, and integrate hardware into a system which 
meets the Air Force weapon requirement. 
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It follows, then, for one to qualify as an Air Force missile weapon 
system prime contractor, he must have broad management know-how 
backed by a large and diversified technical staff. 

If he is to supply substantial portions of the hardware, he must 
have available to him extensive fixed plant and testing facilities, and 
a corporate level financial statute to initiate and sustain activity across 
a broad front. 

Often, to provide the industrial team required, large corporations 
competing for missile system prime contracts voluntarily join forces 
on a prime-major subcontractor basis in order to provide an adequate 
management-technical team. 

In past competitions, we have received system proposals from such 
formidable alliances as Boeing; Chance-Vought; General Electric; 
North American, Missile Division. This, gentlemen, illustrates the 
magnitude of the job to start and finish a missile system which will 
perform the required functions. 

It follows that the very limitations on numbers of people which 
make a company small business eliminates it as a missile-system prime 
contractor. The Boeing Airplane Co. requires a force of 3,800 en- 
gineers working entirely on the Bomarc missile. That company is 
utilizing 700 engineers for the flight test phase of the program alone, 
and a force of 600 engineers is required for necessary technical liaison 
with subcontractors and the base construction planning and surveil- 
lance. 

On the other hand, small business can, and does, contribute to Air 
Force missile programs as subcontractors. In many areas, small busi- 
ness supplies specialized services; products and components. A few 
examples from a long list of vital items furnished by small business 
are: frequency converters, thermal relays, wiring harnesses and in- 
verter switches. 

Ever-increasing demands for higher performance is causing the Air 
Force to rely more and more upon contractor furnished equipment. 
In the past it was to the best interest of the Government to procure 
by bulk purchases certain items for application to one or more sys- 
tems and provide them as GFAE—Government furnished aeronau- 
tical equipment. heed 

Now, however, to acquire the performance we must build into our 
systems, it is necessary to develop special purpose equipment and 
vehicles which are optimized for a particular application. The maxi- 
mum performance inherent in a system design can only be achieved 
if items making up that system are adapted to, and compatible with, 
the overall system design. 

For this reason, proportionately more items are now contractor 
furnished. This cionsdien the weapon system contractor the freedom 
of design necessary to achieve his system performance commitments. 
To the extent that weapon system integrity is not jeopardized, we 
take weapon system prime contractor-type performance specifications 
for certain subsystems and procure such systems by direct contract 
from other sources. In this manner we procure 7 propulsion sys- 
tems, 1 guidance nose assembly, and 1 major electronics subsystem 
for 7 of our nonballistic missile systems. ; 

A missile system is made up of two major elements—the airborne 
element and the ground-based element. The role of ground-support 
equipment is vital to the successful firing of the missile and some 
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elements of ground-support equipment are equal in complexity to 
any portion of the anienile itself. As you can well appreciate, after 
launch a missile is strictly “on its own.” 

To hit the target, every one of its thousands of parts must function 
perfectly throughout its flight profile and it must receive the right 
guidance information during flight or have the right information 
stored in its memory system immediately prior to launch. 

None of these prerequisites can be assured without a perfectly func- 
tioning and compatible complex of ground-support equipment. Test 
equipment is required to perform extensive analytical checks of 
missiles in storage, on a periodic basis, to insure they are in a state of 
potential readiness. We may need large launchers, erectors, and tons 
of rocket fuel eee under high pressure, all of which call for power 
units, pumps, lifts, etc. Gyros, electronic components, and subsystems 
must be “warmed up” and: checked for proper output; guidance ele- 
ments must have the proper commands placed in them; the warhead 
fusing system must be checked for proper settings, sensitivities, and 
adherence to the strictest of tolerances. 

Because of the complete compatibility required between the airborne 
and the ground elements of the missile system, the Air Force nor- 
mally procures missile ground-support equipment as a part of the 
basic weapon system contract. As in all cases, however, if the per- 
formance of a system is not at stake and there is no significant ad- 
vantage to procurement from the prime contractor, the Air Force 
acquires items of ground-support equipment from other sources. B 
way of illustration, a number of multipurpose trucks was required, 
so designed as to have a good degree of mobility and possess the 
capability to house and transport all the necessary power generators 
and checkout equpiment to launch the Mace missile from remote areas. 
Our procurement people felt these trucks bordered on a standard item. 
So we developed the necessary specifications with the system —— 
and associate contractor, and through a competitive negotiated pro- 
curement, contracted directly with the Four Wheel Drive Co., Clin- 
tonville, Wis., for the units. Initial and follow-on orders amounted to 
$7.5 million and, incidentally, this company was certified as small 
business on heavy-duty trucks. 

Generally, prime contractors subcontract heavily in the ground- 
support equipment area. For the tactical missile referred to above, 
58 percent of the funds for ground-support equipment went to sources 
other than the system contractors, and of that, 44.8 percent ended with 
small business. 

The ground-support equipment program is kept under very careful 
scrutiny by the Air Force to prevent the system prime contractor from 
developing or supplying an item when we can provide acceptable 
items from another source. 

I would like to quote an item recently submitted by the Air Ma- 
teriel Command in a report to the Air Force Chief of Staff : 

A year ago each Air Force missile contractor planned to use special materials 
handling equipment for transporting its missiles. Constant contact with these 
contractors over the past year, however, has afforded us the opportunity for 
recommending the replacement of much of this planned equipment with standard 
USAF equipment. 

Consequently, over 70 percent of the missile system contractors have changed 
their methods and now plan to use this standard equipment. For example, nine 
system contractors have all adopted the rail-trailer system for transporting their 
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missiles and components. This step in the direction of utilizing common items 
is expected to result in substantial cost reductions and decreased inventory of 
USAF transportation equipment. 

I would like now to review with you the statistical information we 
compiled for your hearing. For this purpose, we selected five non- 
ballistic missile programs in which a measurable degree of hardware 
production has been experienced. 

This approach is necessary in order to provide a realistic basis for 
evaluation of small-business participation in missile programs. This 
is true because the full extent and magnitude of the subcontract struc- 
ture is not fully revealed, or firm, until the weapon system contractor 
has determined the configuration and requirements of the system pro- 
duction design. 

Of the 5 missile programs sampled, only 1, the Falcon, represents a 
full scale production effort. I will state here we are talking about 
the Falcon, the Bomarc, the Mace, the Snark, and the Rascal. 

The other programs are formative, in that production is limited, 
and varies between fabrication of missiles for test and the manufacture 
of initial quantities of early production designs. 

For this reason, the figures present a less favorable participation 
by small business than may be expected when the programs move from 
engineering shops onto the manufacturing assembly lines. 

Nevertheless, summarizing the 5 programs for the time periods 
sampled, reveals that small-business firms received approximately 
$110 million of some $268 million in purchase orders issued by the 
weapon system contractors. 

This means that the small-business community acquired approxi- 
mately 45 percent of the dollars subcontracted by the prime contrac- 
tors exclusive, for the most part, of what may have been gained by 
small-business firms as suppliers or lower tier subcontractors. 

The subject of renegotiation and its effect upon industry has so 
many implications which extend considerably beyond Air Force pro- 
curements that I do not feel qualified to discuss this question. I am 
sure you are well aware that the Department of Defense has spoken 
for the services and has recommended continuation of the Renegotia- 
tion Act. 

Concerning Government-owned equipment and facilities and their 
use by contractors, we have approximately $3 billion of Government- 
owned industrial facilities under Air Force control. 
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These figures translate into 88 plants, 150,000 items of stocklisted 
machine tools and over 7 million non-stock-listed items such as mate- 
rials handling equipment, production support items such as furnaces, 
and production test equipment. Ejighty-three percent of the real 
property, 80 percent of the stocklisted items and 98 percent of the non- 
stock-listed items are in active use. 

We have approximately 500 facilities contracts which permit rent- 
free use on Government work which has been negotiated on that basis. 
This represents approximately 83 percent of the value of in-use or 
active facilities. 
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We have approximately 800 facility leases which require rental 
to be paid and which represent approximately 10 percent of the value 
of in-use facilities. 

For certain large equipments such as the heavy presses we have 10 
special leases. These call out rental as a percentage of sales and repre- 
sent approximately 7 percent of the value of in-use facilities. 

Twenty-seven major contractors have approximately 62 percent of 
the total dollar value of facilities in active use. This ratio or relative 
percentage may appear to be greatly out of balance; however, it must 
be kept in mind that these firms are essentially the Air Force weapon 
systems contractors and are our major producers of aircraft, missiles, 
engines, and electronics. 

The policy governing the providing of facilities to contractors is 
stated in ASPR 13-102.3. In substance, this policy establishes that 
normally, contractors will be expected to provide required facilities 
and Government facilities will be provided only when it is considered 
necessary to meet essential production or program schedules. 

In practice, this means that if we require an item and industry does 
not have or cannot provide the necessary facilities under acceptable 
terms, we can and do make Goverenment facilities available. 

A contractor’s request for facilities is critically reviewed progres- 
sively, from the local Air Force office through air materiel areas and 
at Headquarters AMC. Numerous requests are in turn forwarded to 
Headquarters USAF and the Office of the Secretary of Defense for 
review and approval. The purpose of these reviews is to establish that 
in fact the facilities are required and that substitute equipment or 
qualified subcontractors are not available. Necessity rather than con- 
venience is the keynote of these reviews. 

ASPR 13-407 requires payment for use of Government facilities 
except in those cases where rent-free use will not place the contractor 
in a favored competitive position and the Government receives ade- 
quate consideration through reduced costs. 

The requirement for or adequacy or facilities by the prime and major 
subcontractors is established prior to consummation of the supply 
contract. Where Government facilities are required, recognition of 
this requirement is given by a clause in the contract. Likewise, where 
rent-free use of on-hand or to-be-procured facilities is appropriate, 
such use is authorized in the supply contract. 

A current Air Force regulation reequires the declaration of pro- 
duction facilities when they become idle and will not be returned to 
use within 90 days. 

A new AFPI (13-412) provides an improved pattern for phase- 
out of the use of industrial facilities along with completion of pro- 
curement contract work. 

As early as possible and at least 3 months in advance of completing 
the end-item work, the contractor, in conjunction with field and Head- 
quarters AMC offices, will plan for the orderly disposition of 
facilities. 

The facilities which become excess will be diverted to new Air Force 
programs or may be held in an idle category until needed at other lo- 
cations in future Air Force work or otherwise disposed of through 
sale or transfer. 
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Any followon purpose for use of the facilities on site must be 
justified in the same manner and gc TT as when the facilities 
were originally provided. Use of the facilities on a rent-free basis 
will not be permitted unless the terms of the procurement contract per- 
mit such use. 

The team of the procurement buyer and the administrative contract- 
ing officer in the field are primarily responsible for assuring compli- 
ance with the above regulations. 

The question you have posed concerning the control or supervision 
exercised by the Department of the Air Force over prime contractors 
is rather broad. A discussion of this subject could range from the 
control and supervision exercised in the design and engineering phase 
of a contract through that given to program progress reporting, manu- 
facturing planning, plant Tay out, or on down to budgeting and audit- 
ing. I have deliberately narrowed this to those areas which have a 
bearing on small business. 

Previously, 1 have spoken on the question of Air Force contractors 
receiving and using Government facilities. To reemphasize, we pro- 
vide facilities when they are proven necessary for accomplishment of 
our programs. 

After they are provided, our policy requires that they be used in 
accordance with and under the terms of the authorizing contract. We 
use both contractual and administrative safeguards to assure that dur- 
ing acquisition the items are in fact required and further to assure the 
proprie’y of their use during the life of the contract. 

AFPI 53-101.3 (j) requires that— 


at the time procurements are negotiated, prime contractors will be encour- 
aged to employ broad subcontract structures, including the use of small business 
concerns, to the greatest practicable extent consistent with efficient performance 
of the contract. Further, prime contractors will be discouraged from produc- 
tion of GFAE and CFE type items which in themselves are foreign to the 
character of production normally accomplished in the prime contractor’s plant. 

During contract negotiation, the Air Force buyer and the contractor 
reach agreement on the “make or buy” decisions for major components 
and subassemblies. Their agreements cover not only what will be pur- 
chased but also from whom they will be purchased. These decisions 
become part of the contract. 

The dissimilarity of Air Force-procured items and the variation of 
contractor capabilities precludes the use of a set rule of formula for 
determining what a contractor should procure or manufacture. 

Generally, the decision requires consideration of such factors as the 
nature of the item, contractor and potential subcontractor experience 
with the item or something comparable, current and future require- 
ments, cost to make versus cost to buy, engineering required, tooling 
and starting load costs, delivery schedules, adequacy of capacity, 
finances, personnel, materials, and facilities. In certain instances one 
factor may outweigh all others, making the decision obvious. 

If the decision is to procure or buy, small business must be afforded 
an equitable opportunity to compete for subcontracts within their 
capability. 

I think it is evident that, with the great number of dynamic con- 
tracts we have and our relatively small buying and administrative or- 
ganization, it is impracticable for the Air Force to examine and ap- 
prove all contractor buying decisions. 











> be 
ities 
asis 
per- 


act- 


pli- 


ion 
‘ors 
the 
Jase 
nu- 
Lit- 
ea 


ors 
To- 


of 


in 
We 
ur- 
the 


ur- 
ess 
ice 
uc- 
the 
nt. 


its 
ir’- 
ns 


THE AIRCRAFT INDUSTRY 159 


The average daily purchase documents processed by one of our 
major engine manufacturers approximates 500 and by some of our 
airframe contractors ranges from 500 to 2,300 per day. It is imprac- 
ticable within the time and manpower available for the administrative 
contracting officer to review each purchase order. 

Good subcontract procurement practice and procedure is a prime 
contractor-management responsibility. The problems of purchasing 
are one of business judgment in determining and combining a number 
of factors so that each purchase may be placed to the best advantage 
of the basic prime contract. 

Due to the volume of these purchases, as indicated above, emphasis 
must be placed upon making sure the buyer follows approved policies 
and procedures. Better utilization can be made of available Air Force 
manpower to establish controls over the system rather than attempt 
to test each action. 

In order to fulfill its obligation to assure that the expenditure of 
the procurement dollar is made in the most economical manner com- 
mensurate with the factors of time and quality and to comply with 
the laws and regulations covering the determination of reasonableness 
of prices paid for Air Force material, the Air Force developed a pro- 
gram for analysis of contractor procurement, to survey the purchas- 
ing activities of the important prime contractors. The program for 
analysis of contractor procurement establishes a procedure for analysis 
and evaluation of the contractor’s procurement organization, systems, 
methods, procedures, policies, and personnel. It is the objective of 
these surveys to review the Air Force prime contractor’s effectiveness 
and economy in the procurement of materials, components, and sub- 
assemblies. 

When a survey report is completed, each recommendation is analyzed 
and accepted or rejected by an Air Force evaluation panel. The 
evaluation panel appraises the contractor’s purchasing system on the 
basis of the survey report. All recommendations are constructive and 
based on an examination of all pertinent factors and supported by 
comments in the survey report. The recommendations are sent to the 
contractor and reasonable surveillance is exercised to determine that 
future practices are in accord with approved policies and procedures. 

By taking this administrative management approach to purchase 
analysis, emphasis can be directed to correct procedures at a policy 
level which will result in minimizing detail checks. This approach 
also permits the contract involved to be administered most efficiently 
and with a minimum of interference with the contractor’s established 

yractices. 

If the purchasing system is found to be deficient, the administra- 
tive contracting officer tightens his controls of individual subcontracts 
until deficiencies have been corrected. 

It is believed good results are usually the product of good proce- 
dure. Once a purchasing system has been approved, spot checks are 
made of individual purchase orders by Air Force personnel to keep 
the overall evaluation up to date and to provide some psychological im- 
petus to the contractor to maintain a high standard of procurement. It 
1s necessary to measure performance against approved standard proce- 
dures to evaluate progress and to identify significant deviations, trends, 
and probable causes of deviations. The standards are subject to con- 
stant improvement, clarification, and simplification. 
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The program for approval of contractor purchasing systems was 
established by Headquarters Air eer, Command and decen- 
tralized to the various air materiel are The specific approval of 
the purchasing system is the jectemethiliier of the administrative con- 
tracting officer. 

AFPI 54-203 (2) requires for all CPFF, time and material, and 
labor hour contracts, 
when general approval of the subcontract is required, it includes, but is not 
limited to, such matters as (1) source approval, (2) reasonableness and fair- 
ness of price, (3) quantities, and (4) adequacy of inclusion of statutory clauses 
or other provisions determined to be necessary. 

These approvals are the responsibility of the administrative con- 
tracting officer. 

AMC Manual 70-3 gives the administrative contracting officer 
guidance concerning modern industrial procurement and the ramifica- 
tions imposed thereon by Air Force contracts; it sets forth Air Force 
policies, procedures, and standards involving subcontracting. The Air 
Materiel Area has the responsibility of maintaining surveillance over 
contractor procurement and it represents one of the ‘basic areas of con- 
tract administration. Emphasis is placed upon compliance with ap- 
proved methods and procedures and upon the contractor’s internal 
administrative controls to assure reasonable system compliance. 
Through systematic surveillance of purchase orders by the Air Force, 
it is possible to evaluate such actions and keep desired standards of 
performance before the contractor’s purchasing personnel. 

I am sure some subcontracting statistics relating to weapon system 
contractors will be of interest to you. The most recent subcontracting 
report, which covers the 6-month period ended December 31, 1957, 
discloses that 71 large prime contractors reporting to the Air Force 
paid to small business suppliers an amount equal to 22.7 percent of the 
amount of their receipts from military agencies and from other busi- 
hess concerns on defense contracts. 

The amount paid to small business was $947 million in this 6-month 
period. There are 11 large weapon system contractors whose reports 
are included in these figures. 

I have broken out from the overall report the subcontracting fig- 
ures of these 11 contractors. It is interesting to learn that the per- 
formance of these 11 contractors, in regard to small business, 1s 1 
percent better than the percentage I have just quoted from the over- 
all report. These weapons system contractors paid to smal] business 
supphers $560 million, or an amount equal to 23.7 percent of their 
receipts, from military agencies and other business concerns for De- 
partment of Defense business. 

I believe we have good policies and practices for the provisioning 
of Government facilities and for the supervision of contractors’ ac- 
tivities, I fee] our policies and procedures have yielded good results 
in protecting the collective Government interests. There are un- 
doubtedly many instances which, at first glance, appear to be to the 
disadvantage of small business. However, most of these cases, when 
examined in light of program urgency, complexity of product, and 
true cost, will show that action taken was proper. There may be cases 
where inequities existed or currently exist. We continue to search for 
these situations and move to correct them as they are identified. 
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Air Force procurement and production has, in the past, made sub- 
stantial use of small business and it is our intent to continue to make 
maximum feasible use of this important segment of industry. 

This completes my part of the official presentation. I would like 
now to introduce to you Col. Sherman Ellis, Deputy for Production 
of our Ballistic Missile Division at Inglewood, Calif. 

Colonel Ellis. 


TESTIMONY OF COL. SHERMAN E. ELLIS, CHIEF OF THE PRODUC- 
TION STAFF DIVISION, BALLISTIC MISSILES OFFICE, INGLEWOOD, 
CALIF. 


Colonel Exxis. Mr. Chairman and members of the committee, I 
am Chief of the Production Staff Division of the Ballistic Missiles 
Office. As such I have the responsibility for production and quality 
control of all Air Force ballistic missiles. I have with me on my 
right, on the back table, Colonel Bollinger, who is responsible for the 
Industrial Resources Division, who places our facilities requirements. 

Next to him is Mr. Clark, Chief of our Plans and Resources Staff 
Branch. 

Next to him is Mr. Watkins, who is our small-business adviser. 

I would like to say that I have an advanced degree in industrial 
management, and for the last 9 years I worked in intimate and direct 
contact with industry in producing new weapons systems. I find 
myself in the same situation with ballistic missiles. I have been 
assigned to my present job for the last 2 years, concerned with bring- 
ing in production for the first time new weapons systems. 

I feel it most important that first there be a mutual understanding 
of the weapons system management concept as employed in the bal- 
listic missile program. 

It has been the policy in contracting for research and development 
and production on the ballistic missile program to issue contracts to 
associate contractors, each being responsible for a component part of 
the weapons system, that is, airframe, guidance system, propulsion 
system, and nose cone. 

These contractors have been selected after a review by a source selec- 
tion board composed of the most experienced people we have who eval- 
uate potential sources on the basis of their demonstrated technical 
ability and production record. None of the major prime contractors 
on the ballistic missile program were selected on the basis of propri- 
etary rights. 

Contracts which have been awarded on the ballistic missile program 
to date have been for effort which was unlike any other heretofore at- 
tempted; therefore, they did not lend themselves to advertised pro- 
curements. Competition was accomplished by the review of the 
source selection board, and upon a selection, the procurement was 
negotiated with the individual contractor selected. All component 
parts are being procured from this group of associate contractors 
under prime Air Force contracts. Such components are furnished 
as subsystems to the airframe contractor as Government furnished 
property for assembly into the weapon system. 

Under the associate contractor approach used on the ballistic missile 
program, a team of contractors has been established for each weapon 
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system. Each is a prime contractor to the Air Force and each pro- 
duces a subsystem in terms of airframe, propulsion, nose cone, and 
guidance. These associated contractors work under the combined 
management and technical direction of the Air Force Ballistic Mis- 
siles Division (ARDC) and the Ballistics Missiles Office (AMC). 

The airframe contractor, in addition to producing the airframe 
system, has the responsibility for assembling the missile from sub- 
systems furnished to him as Government-fur nished property. Under 
this integrated team concept no one contractor is, in reality, the prime 
weapon system contractor. 

The contract structure for the ballistic missile program is different 
from that normally used in developing other missile weapon systems. 
In most other programs the Air Force is contracting with a prime 
contractor for the overall weapon system dev elopment, who normally 
becomes the major manufacturer on the program. 

However, on phe! ballistic missile program a different approach has 
been taken. The Space Technology Laboratories, a division of the 
Ramo-Wooldridge Corp., has been given responsibility for the systems 
engineering and technical direction of the three ballistic misssile 
weapon systems. 

Under their contract with the Air Force, STL will— 

(a) Provide the solution to interspace problems on the weapon 
systems and subsystems to insure technical and schedule com- 
patibility of the system as a whole. 

(6) Maintain surveillance over the detailed subsystems and 
overall weapon systems design to meet required Air Force ob- 
jectives. 

(c) Establish and revise, if necessary, the program milestones 
and schedules; monitoring contractor progress in maintaining 
schedules consistent with sound judgment and rapid advancement 
of the state of the art. 

(d) Produce hardware only to the extent required i in making 
analyses of participating prime contractors’ test data. In no 
case does STL (R-W) produce hardware in support of any por- 
tion of the airborne ay ‘or ground support equipment on me 
ons systems of which they assist the Air Force in providing tech- 
nical direction to the prime contractor. 

You can be assured that small business will be given every possible 
consideration to participate in the ballistic missile program and will 
be utilized to the greatest extent possible. 

However, the management concept and contracting structure pre- 
viously defined dictate that we must continue to place the large prime 
contracts for the we eapon system with large industrial firms. This 
is to insure that sufficient scope and depth exist within the prime’s 
management structure to conduct a large program on a timely basis 
if we are to proceed from a research and development program to a 
position of delivering operational missiles to inventory at the earliest 
possible date. 

We have heard quite a lot about economics; we have heard quite a 
lot about reliability. I would like to underscore the time element 
with respect to the ballistic-missile program. 

Now, this is the answer to question 2, having to do with control 
and supervision of prime contracts: 
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The policies and procedures concerning the control or supervision 
of the Department of Air Force over prime contractors on the ballistic- 
missile program are, basically, the same as that outlined by Colonel 
Sims. It is the policy of the Ballistic Missiles Office to assign »dmin- 
istration and control over contracts written by the Ballistic Missiles 
Office to the appropriate Air Force plant representative or district. 
Since the Air Force plant representatives and districts report to the 
Air Materiel areas, the same policies and procedures as previously 
outlined by Colonel Sims would apply. 

We are asking contractors to perform tasks to make items that have 
never before been attempted. We have, likewise, required them to 
work on a very compressed time schedule and concurrently perform 
research and development, testing, and produce limited hardware. As 
a result, we have gained time in that we are accomplishing these 
phases concurrently, while on a normal program one phase is not 
attempted until the other is completed. 

We generally use all standard contractual clauses in our contracts, 
with a few minor exceptions. We have used, and will continue to use, 
the clause requiring contractors to utilize small business to the fullest 
extent possible. 

When it is necessary to modify, clarify, or augment an established 
Air Force policy in the area of surveillance and/or control, it is the 
= of the Ballistic Missiles Office to issue controlled, numbered 
etters which are applicable only to the contracts written for the Air 
Force ballistic missile program. Examples of these changes are as 
follows: 

(a) Administrative contracting officers are required to submit first- 
tier research and study subcontracts to the BMO/BMD complex for 
coordination prior to approval. This requirement was established 
to assure there is no duplication of effort and that the study is within 
the scope of the prime contractor’s responsibility. 

(6) To expedite industrial facilities expansion procedures, a de- 
tailed instruction requiring the processing of facilities requirements 
on the ballistic-missile program lite been published, and clearly out- 
lines the responsibilities of all Air Force activities and the actions re- 
quired of contractors. The Air Force review of contractors’ stated 
requirements affords the opportunity to consider, among other things, 
the availability of like items in possession of other members of indus- 
try and the practicability of utilizing any such items that already 
exist. 

(c) Policy as previously stated by Colonel Sims, of AMC, has been 
published by General Funk, BMO, to our contractors and field of- 
fices, reiterating the Department of Defense policies of utilizing to the 
fullest extent both small business and labor-surplus areas in the place- 
ment of subcontracts under prime ballistic-missile contracts. The full 
support and cooperation of the personnel responsible for the adminis- 
tration of these contracts have been solicited, and they have been re- 
quested to emphasize these two areas in their surveillance and discus- 
sions with all prime contractors. 

Because of the state of the art in the missiles field and the fact that 
we are attempting to develop weapons systems never before attempted, 
we are dealing with a carefully selected group of prime contractors. 
These contractors have been selected on the basis of their technical 
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qualifications and know-how in the fields related to missiles. Most 
of these contractors are well-established companies which are ex- 
perienced in Government contracting and are operating under 
approved, controlled policies such as those described by Colonel Sims. 

Each Air Force ballistic-missile contractor was selected for his por- 
tion of the work after having submitted a proposal in competition 
with other contractors. These proposals were evaluated for such 
factors as relative technical competence, availability of scientific 
and engineering personnel, past performance, existing workload, 
financial capability, and ability and willingness to provide the re- 
quired facilities. 

The pattern of contractor versus Government financing of facilities 
was thus established during source selection. Considering the fact 
that, at the time of source selection, the ballistic-missile program was 
a high-risk development effort, the 37 percent of the total investment 
by our contractors in the facilities area is considered exceptionally 
good. 

The combined investment of contractors and the Air Force in indus- 
trial facilities for the Air Force ballistic-missile program through 
fiscal year 1958 totals some $312 million. Test and launch facilities 
provided at Air Force bases with military construction funds are not 
included in this figure—$114.9 million, 37 percent of the total invest- 
ment, has been made by industry. The Air Force has invested $197.1 
million. 

Contractors’ investments have been predominantly in nonseverables 
(land and buildings), while the major portion of the Air Force invest- 
ment has been for severables; $87.1 million, or about 76 percent of the 
$114.9 million contractor investine ont, has been for land and buildings. 
Of the $197.1 million Air Force investment, $109.6 million, or approxi- 
mately 56 percent, has been for machinery and equipment. 

In the machinery and equipment area, $55.9 million, or 51 percent 
of the Air Force investment, is In speci: al- purpose laboratory and test 
equipment rather than in general-purpose machine tools and produe- 
tion equipment, such as lathes, milling machines, plating and heat- 
treatment equipment, et cetera. 

Missile reliability requirements demand exhaustive testing of all 
components and subsystems of our ballistic missiles. The majority of 
such testing must be performed before flight, since the missiles are 
not recoverable. Consequently, the ballistic-missile program has re- 
quired quantities of laboratory and test equipment never before en- 
countered. Examples of such equipment are centrifuges; vibration 
equipment; temperature, humidity, and altitude ch: imbers; and large 
amounts of electronic test gear 

In the nonseverable area, partic ipating contractors (Convair, Bur- 
roughs, Martin, Aveo and A-C Spark Plug) have constructed five new 
plants in supporting the development and fabrication of ballistic- 
missile systems and subsystems. A portion of the backyard test 
facilities for captive testing of propulsion systems and major systems 
of the missile, to some extent, has also been provided by the participat- 
ing contractors (NAA, Aerojet, and Douglas) 

The Air Force has partially financed three propulsion plants 
(NAA-Canoga-partial, Aerojet, NAA-Neosho) and has provided a 
portion of the backyard test facilities at four contractors’ plants (Mar- 
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tin, Convair, NAA-Santa Susana, and NAA-Neosho) to test propul- 
sion systems and missiles. Five liquid-oxygen plants, with a combined 
capacity of 1,125 tons of liquid oxygen per day, have been built to help 
satisfy captive and flight-test needs. Additional liquid oxygen 1s 
being procured from commercial sources. hE} iy 

We recognize the necessity for using existing capacity and skills in 
lieu of providing ballistic-missile prime contractors with facilities to 
perform work that can be done by someone else. It is our policy to 
encourage subcontracting, where subcontracting is feasible. At the 
same time, we know that the ballistic-missile program, because of its 
requirement for quality and reliability, has placed exceptional de- 
mands on industry for precision in machining of components and for 
sterile conditions in the assembly of subsystems and complete systems. 
These factors, coupled with progressive design changes during the 
development phase, and the compression of the development and op- 
erational phases into a parallel rather than a series approach, tend to 
reduce the amount of ballistic-missiles work that can be subcontracted 
if we are to avoid program delays. 

In our review of ballistic-missile contractor requests for Government 
facilities, we attempt to arrive at a balance between the opposing 
forces of program urgency and subcontract necessity. A tool that we 
use to achieve this balance is called the make-or-buy review. 

Various factors of consideration are used in negotiating a make-or- 
buy structure with the participating prime contractors. Some of these 
factors are: to what extent is the prime contractor requesting addi- 
ional industrial resources facilitation (brick and mortar, machine tool, 
and laboratory and test equipment); the state of the art on a par- 
ticular system and/or components being procured; the availability of 
inbeing facilities, including technically skilled personnel; dual source 
considerations; availability of sound engineering; startup cost; unit 
cost; delivery performance; and other considerations which may be 
pertinent at the time of the negotiation. 

Once the make-and-buy structure has been agreed upon it is incum- 
bent upon the prime contractor to carry out the Air Force policy as 
relates to small business in contracting with the concerns as approved 
within the make-and-buy structure. This effort is monitored by the 
small-business representative as assigned within the area wherein the 
work is being accomplished. 

In addition to the monitorship by the small-business representative 
in each of the respective areas wherein our participating primes reside, 
a Small Business Office has been established within BMO, 

For example, the Ogden AMA, in conjunction with the small-busi- 
ness administration located in Denver, Colo., conducted a “small-busi- 
ness opportunity meeting” which was held in Casper, Wyo., during the 
latter part of May 1958. Capable personnel from the BMD/BMO 
management complex were represented at this meeting for the purpose 
of discussing and advising small-business industries as to how they 
might participate in the ballistic-missile program as related to that 
area of the country. 

During the early stages of the research and development program, 
little interest was expressed by major subcontractors and small busi- 
ness directly to participate in the ballistic-missile program. There 
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are three primary reasons which contributed to this situation. 
They are: 

(1) The ballistic-missile program was highly classified; therefore, 
knowledge of the program could not be widely disseminated. 

(2) Hardware was in the development stages; therefore, little or 
no effort was being expended on production items. 

(3) Major subcontractors and small-business concerns were being 
utilized by major primes in meeting our then current manned aircraft 
and missile programs. 

As a result of the stretchout and reduction in manned-aircraft pro- 
grams, prime, major subcontractors and small-business concerrs across 
the board have been affected. Backlogs were canceled in some in- 
stances, and other orders were reduced and phased out over longer 
periods of time. 

At this point in the defense effort, the ballistic-missile program 
began to gain emphasis and some publicity. Since that time, and 
with the advent of Sputnik I, II, et cetera, the ballistic-missile pro- 
gram has become the No. 1 topic of discussion in the Nation. 

In support of the Air Force policy and implementing procedures 
previously mentioned by the other witnesses, BMO developed certain 
internal procedures for stimulating small-business participation. In 
response to contractor interest generated by the widespread publicity 
of ballistic missiles, in May of 1957 BMD and BMO established 
offices of primary interest for receiving all inquiries, both written and 
oral, from contractors, large and small, desirous of participating in 
the program. 

Contractors have been encouraged to apply for assistance and guid- 
ance with regard to how they might participate in the ballistic-missile 
program. In this respect, the Small Business Office entertains daily 
visits from segments of small industry for the purpose of providing 
an opportunity for small business to present their capabilities to the 
key personnel of AFBMD and BMO. Since the inception of this 
office in September of 1957, 319 different firms contacted BMO. Of 
this total number, 152 concerns were represented by small business. 

As a part of BMO’s briefing to such contractors, they are provided 
a list of prime contractors currently under contract in addition to a 
list of principal subcontractors currently participating in the program 
as major subcontractors to the prime contractors under contract. It 
is to be noted that this service is in addition to those services as are 
currently being provided by small-business specialists in each of the 
respective procurement districts of the participating prime contractors 
in our program. 

Inasmuch as we have not completed the second half of our fiscal 
year 1958 business, statistics as related to small- and large-business 
participation in the ballistic-missile program are not available. How- 
ever, for the information of the committee, I will present the actual 
results achieved starting with the inception of the program through 
December 1957. 

I would like to depart here for a minute and state I am presenting 
this information in the most meaningful way I know, and this has to 
do with measuring the actual dollars that went to the small contrac- 
tors. I entertain no other statistics, except the amount of money that 
actually went to them. 
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Total invoices as of December 31, 1957, by all prime contractors 
participating in the ballistic-missile program represent $1.3 billion. 
Of this amount, $269 million on first-tier subcontract basis went di- 
rectly to small business. This represented 21 percent of total dollars 
invoiced. This percentage indicates that a very healthy condition 
exists, particularly since the prime emphasis in our program to date 
has been on research and development. 

In addition to the 21-percent figure which goes directly from our 
prime contractors to small business, we are able to identify an addi- 
tional 7 percent of the overall dollars which has been directed to 
small business as a second-tier subcontractor to major contractors of 
the primes. We know that additional amounts which we have not at- 
tempted to identify also go to small business throughout the many- 
tiered subcontract structure. Some examples of known participation 
by small business are as follows: 

May I depart here to state that it is not normal that we can get 
statistics on an individual program from our contractors, due to the re- 
porting system. I think you gentlemen heard each of the contractors 
state that they reported as a bulk percentage. Many of them even in- 
cluded their commercial business. 

In order to be completely responsive to the interests of the Senate 
committee and to this committee, we have made a special one-time 
study and identified the actual work that pertains to the ballistic- 
missiles effort, and therefore separated it out of the figures as they 
normally are reported. 

(a) Douglas Aircraft Co., Santa Monica, Calif., prime contractor 
for the Thor IRBM, reports that more than 23 percent, or $18 million, 
of their overall invoiced dollars as of December 31, 1957, went directly 
to small-business concerns. 

(4) The Convair Astronautics division of General Dynamics Corp., 
San Diego, Calif., prime contractor for Atlas ICBM, reports that more 
than 37 percent, or $105 million, of their overall dollars invoiced as 
of December 31, 1957, went directly to small-business concerns, repre- 
senting some 2,875 companies. 

(c) The Martin Co., located in Denver, Colo., and prime contrac- 
tor for the Titan ICBM, reports that 27 percent, or $34.9 million, of 
total dollars invoiced as of December 31, 1957, also went directly to 
small-business concerns, representing 1,517 various companies. 

(7) Our largest manufacturer of propulsion systems, Rocketdyne, 
a division of the North American Corp., located in Canoga Park, 
Calif., producers of the Atlas ICBM, Thor, IRBM, and the Jupiter 
IRBM propulsion systems, reports that 20 percent, or $45 million, 
of total dollars invoiced as of December 31, 1957, went directly to small- 
business concerns, representing some 4,000 companies. 

The evidence presented shows a healthy situation with respect to 
subcontracting and the participation of small business in the ballistic- 
missile program. You may rest assured that we intend to continue 
our attention to this important segment of American industry. 

T would like to add here, Mr. Chairman, there was a question yes- 
terday having to do with certain percentages of North American. I 
have read some of those. I have brought here today the charts that 
were shown to the Senate committee, the testimony is contined on 
page 83 of the document published from the hearings. I also have 
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photographic copies of the two charts which has the particular per- 
centage figures which were brought up yesterday. 

If you like, I will be happy to go through these charts. 

Mr. Streep. The committee would be pleased to have those for its 
reference and probable inclusion as a part of its record. 

Colonel Ex.is. I am going to skip some of the other charts that 
were used. I would like to say the General Funk did not read a 
written statement in the testimony, although his written statement is 
submitted and contained in the testimony. He was asked to make 
a briefing. In the process of making a briefing, it was possible to 
consider the specialized case of what happens to a given business con- 
cern who puts their effort out on a small business basis, and look at 
some of the small business contractors from the question of what is 
large small business and what is small business. 

The statement was not included in his statement—neither will you 
find it in mine, and for a very good reason, And this is the reason 
last evening I was going to bring the chart. You cannot understand 
it in the term of written material handily. However, when you look 
at the chart, it is more evident. 

The two charts were used, and I will read from page 83, second 
paragraph. 


Now, we go to Rocketdyne, a division of North American Corp., chart 5. 
This chart is contained on page 84 of this document. 


It invoiced $226 million, 1955 through 1957. We must recognize we are really 
pushing the state of the art with this liquid rocket engine. North American is 
doing a lot of work in house because of technical reasons. 

Mr. SHarP— 


he is the Assistant Secretary of Air for Materiel— 


I might add there, when you speak of in-house, as I understand it, you also 
mean running test facilities and test stands which they have to do themselves 
and follow the missiles at Cape Canaveral. It really isn’t in-house at their 
own plant, but a lot of this effort goes into carrying out the tests on these 
things, and right now on these missile engines the testing is a very large 
proportion of the work done in their own testing sites furnished by the Govern- 
ment out there. 

General FunKk. Nevertheless, 9.5 percent, or $21 million, went to 851 large- 
business contractors, and 3.5, or $8 million, to small business from subcontractors. 


I draw your attention to the term here defined as “not reported.” 
We do not report and do not take credit for any of the figures we use 
for this small piece of indirect business. This is the only figure which 
is includued in the overall picture of 21 percent, which I gave you. 

Coming back to the testimony, “and 20 percent, or $45 million, to 
small business direct to 4,036 firms.” Thirty-three percent of the 
work was offsite. I think one of the most interesting charts of all 
is the one identifying how large was the small business to which the 
North American work went, chart 6. This is on page 85 of the hear- 
ing document. 

I would like to draw the committee’s attention to the differences in 
the preceding chart having to do with invoices on this chart which 
has to do with a committed status during a particular and narrowed 
time period. This is simply a one-time look, to see what the distri- 
bution of business is going to small business—whether in fact it is to 
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really small firms, or whether in fact to firms of close to 500 employees. 

Returning to the testimony : 

Looking at the small business employing zero to 49 employees, 39.3 percent 
or $30 million going to small business employing zero to 49 employees. The 
number of the subcontractors being 2,539. Small business from 50 to 199 em- 
ployees, a lesser amount of this work, 21.8 percent, or $16.6 million to 469— 
wait a minute. I beg your pardon. I looked at the chart and jumped 
back to the other page 





to 1,228 firms. It seems as though the bigger small business gets, the less work 
they get from North American. The small business 200 to 499 employees, 5.5 
percent, or $4.2 million to 469 firms. These people are, of course, competing with 
large business. The large business subcontracting area got 33.3 percent of the 
work, and $25.2 million. 

Mr. SHarp. I think there is an interesting point there; that small little pie 
which you point out is between—I don’t quite read the number. 

Mr. WEADOCK— 
and for those of you in the office he is the staff member on Government 
procurement for this committee— 

200 to 499. 

Mr. SuHarp. What happens there so often as soon as they get a subcontract 
they immediately move over in the big business area. I am sure that is one 
of the reasons it stayed small because they are close to the line anyway. 

Mr. WeEaApocK. We don’t have many complaints from them after that happens. 
General FunxK. I make this point that small business from subcontracting 
distribution of subcontract dollars, which is only a portion of the 

overall pot— 

to North American got $50.8 million or 66 percent for 4,046 subcontractors, while 
large business subcontractors got $25.2 million, or 33.8 percent for 851 subcon- 
tractors. 

This is the end of the testimony contained herein which bears on 
the particular figures identified yesterday. 

There was one other number of 4 percent which I am unable to 
reflect on. In the testimony taken yesterday, a statement was made 
that this related to, I believe, zero to 49 employees. I point out that 
I have read the record. This is the chart. And the number is 39.3 
percent. 

If there are further questions on these points, sir, I would be glad 
to answer them. 

Mr. Strep. Colonel Sims, I do not know whether you are in a posi- 
tion to give us much information on this particular point or not, but 
we have been dealing almost exclusively with this subject of aircraft 
industry, and we normally accept certain primes and subcontractors 
as constituting that industry. And as was said in the record yester- 
day, many authorities consider the ballistic missile and the missile 
part of this defense effort, and even the space part of it, as merely 
an expansion of the aircraft industry we have always thought about. 

As we get into this proposition of missiles and space, has it been 
true that companies or factories or industries not previously directly 
involved in aircraft production have been coming into the picture ¢ 
Has this thing brought in another type, or any expanded type of in- 
dustry, or prime contractor companies that has broadened your prime 
contractor base, so to speak ? 

Colonel Stus. If I read your question right, I think the answer is 
yes. Certainly the electronics industry is expanding by virtue of this 
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missile program that we have. It is getting bigger and bigger and 
playing a bigger part each year in the expenditure of our dollars, and 
toa great extent that is due to our missile efforts. 

In addition to that, you see the other services, our sister services, 
working with companies in the automotive area primarily, again 
making ballistic missiles. 

Does that answer your question ? 

Mr. Steep. Yes. And I do not know whether it has gone far enough 
yet for you to know, but I wondered if there has been any evidence 
to indicate whether the subcontracting pattern that has become so 
traditional in the aircraft industry as such, if that same pattern is 
following through with these newcomers into this field. 

Colonel Srms. I cannot answer that ¢: utegorically, but I would think 
it would not betrue. There are new manufacturi ing techniques needed 
in this day and age with the new missiles. We have the whole busi- 
ness, for instance, of new metals required—stainless-steel work that 
was not needed on airplanes 10 years ago—beryllium and titanium, 
things of that sort. Those are opening up new industries that go into 
this sort of work. 

Mr. Srerep. Now, the testimony indicates, and I think we generally 
understand, that as we get into this missile and space thing, we have 
had quite a bit of evidence on the cutback in aircraft procurement. 
More of the defense dollar is going into these new things and a pro- 
portionately less amount, so to speak, into the standard aircraft side 
of it. 

Do you think that that is going to, as that keeps evolving, even 
thought North American, perhaps, may still in gross dollars main- 
tain ‘something about their same size, but by suc tha radical change in 
the nature of the work they do—is that going to create new small busi- 
ness and more or less eliminate and dry up some of the existing small 
business as we have known it? 

Colonel Sms. I would say that the answer to this depends upon 
the flexibility of many small businesses to adapt themselves to chang- 
ing and flexible situations—to be able to produce these new items that 
are needed in the time required, at competitive costs and the desired 
quality. It depends entirely upon their ability to change to the new 
requirements. 

Mr. Streep. You have had some progress in missiles to the point of 
where some of it, at least, has gone out of the research and develop- 
ment into a production phase. Do you find the chance for a small 
business participation increases as you go more into production and 
out of research and development ? 

Colonel Sms. Yes, sir. 

Mr. Steep. To what extent do you think that is true? 

Colonel Sms. I can’t answer that quantitatively ; can you? 

Colonel Extis. I can’t answer that quantitatively, but I can tell you 
why. It is as simple as this: You have to have a design far enough 
along that you have the kind of drawings and specifications with which 
you can communicate with the small business community, presuming 
that they are not a design contractor to start w ith. And you have to 
get to the point in time where you have solved your major technical 
problems to the point that you can, in reasonable detail, make draw- 
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ings and ask them to permit this work. And it is normal, at that time, 
to “expect that small hastens would have a greater opportunity. 

I might add that that was one of the reasons that during the past 
year we have become extraordinarily sensitive to this problem within 
the ballistic missile business. We felt that we had gotten to the point 
where this made quite a bit of sense, whereas a couple of years ago 
there was obviously no drawings or hardware which could be passed 
out, so to speak. 

Mr. Steep. We have all more or less, I think, agreed and accepted 
the fact that the national defense requires a productive capacity con- 
siderably beyond what our current needs may be, and that the broad 
base of small business that supports the prime contract facilities is an 
essential and an important part of that national defense in being sort 
of a standby or backlog. 

Do you think that ths at same concept of the importance and part 
that small business has in the national defense picture will be as 
true in the missile age as it has been in the aircraft age, as we get more 
out of passenger-carrying aircraft into the missiles side of it? Do 
you think you have enough experience with that yet to make any 
guesses ? 

Colonel Exits. You are asking me, sir, on ballistic missiles ? 

Mr. Steep. Do you think it is going to be the sort of thing where a 
few prime contractors can meet the problem, and whether the satellite 
small business surrounding them will be as essential and as they have 
been up to now ? 

Colonel Exxis., I would like to make it clear that my remarks are 
my opinion with respect to ballistic missiles and looking forward 
toward the space age as compared to looking backward as to what 
has gone on. 

Frankly, I think that the opportunity for small business to partic- 
ipate with any known or going program will become enhanced, if 
anything, by the fact that the quantities are going to be smaller. The 
quality must be higher. I think that we are talking about winning a 
war with qualitative superiority for the future as opposed to quanti- 
tative superiority, which has been true in the past. 

I m‘ght further comment that, again, in my opinion, I don’t see 
the necessity for large mobilization programs with respect to ballistic 
missiles. We must have a healthy industrial community, both large 
and small, to accelerate quickly when we get a known ‘good design. 
But in terms of what might happen after a war starts, there is no 
room, in my th'nking, for time for mobilization. 

Mr. Strep. Mr. Roosevelt ? 

Mr. Roosrvertr. Mr. Chairman, before we go on, can we ask whether 
we have any specific answers to the case brought up yesterday by Mr. 

Aubrey, with relation to the Norton Air Force Base? 

Does somebody have the answer to that? 

Colonel Stus. We started tracking that one down last night. I 
don’t know the final answer but I am sure that Mr. Scott can shed 
some light on it. 

Mr. Scorr. I have some information on this one, sir. 

[ am informed that the buyer, the assistant to the contracting officer 
on that procurement, informed the contracting officer that the award 
should go to Star Hardware in the amount of $44,603, as was stated 
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yesterday. The buyer informed the contracting officer that the bid 
that had been submitted by A. A. Metal Products, Inc., had been with- 
drawn. The contracting officer wrote then the letter that was referred 
to in the testimony yesterday, and received a call from Mr. Rios, the 
president of A. A. Metal Products. 

The contracting officer then wanted to see the withdrawal of the 
bid and was informed that it had been done verbally, and that the 
copies of the bid had been returned to the contractor, that it had 
been given to the contractor’s representative. This, we concede, is very 
poor ‘judgment on the part of the buyer, to have taken a verbal with- 
drawal of a bid and to have given up copies of the bid that had been 
submitted. 

Mr. Roosevetr. It would be rather unusual, would it not ? 

Mr. Scorr. Yes,sir. This buyer was repr imanded as a result of this 
occurrence. However, the contracting officer at this time did not pro- 
ceed with the award. The contract was not at that time given to A. A. 
Metal Products. The contracting officer determined that since he had 
no bid now, that it would be improper, since Mr. Rios or A. A. Metal 
Products had been informed of the other price, to entertain now a 
bid from him. The entire proceeding was canceled, and new bids 
were solicited from all sources, including Star Products and also A. A. 
Metal Products. 

The award was made to Star Hardware, which, incidentally, is a 
southern California small-business firm, in the amount of $31,951.56 
on the second go-around. The bid of A. A. Metal Products is reported 
to have been on that go-around $35,060.94 

I am also informed that this case has been investigated by the Office 
of Special Investigations of the Air Force and the ‘FBI, with the re- 
sult that other than the poor judgment used in the informal way this 
bid was reputedly withdr rawn, the transaction was in order. 

Mr. Roosrevettr. Well, I think the record will have to be left at that 
point. But certainly, if you were Mr. Rios, you would be pretty un- 
happy with the whole proceedings, would you not, and you would tend 
to think that once the bids are in that somebody tipped off somebody 
and showed him how he could get a little lower, because the drop 
down from the 44,000 to 31,000 is quitea drop. T he previous low bid- 
der is consistent—comes in with the same bid. Somebody else, after 
this information is available, comes in with 31. I would not blame 
anybody for being mighty suspicious about it. This is the type of 
thing, I hope, that is few and far between. I do not have any reason 
to think it is not. 

Mr. Scorr. That is correct, sir. 

One more thing. I am told there was a representative involved in 
this case of Mr. Rios who actu: lly is supposed to have withdrawn the 
bid, which would have tended to further complicate it somewhat. 

Mr. Rooseveitr. Mr. Chairman, unless anybody has any other ques- 
tions on that, I think the record could be left to speak for itself. 

Mr. Sreep. Well, except for the fact that since time has been so 
brief, since this came up, if before we close the record you desire 
to expand or augment the explanation you have given here, we will 
be glad to have it. 

Mr. Scorr. All right, sir. 

Mr. Streep. To make it more detailed or clear it up any more than 
you have already. 
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Mr. Roosrvetr. Colonel Sims, in your statement you referred to 
ASPR 13-407, and you point out that where rent-free use will not 
place the contractor in a favored competitive position, and the Gov- 
ernment receives adequate consideration through reduced cost. Do not 
those two things go together? In other words, if the rent-free use is 
there, it is going to mean almost automatically reduced costs for the 
Government, is it not ? 

Colonel Sims. Mr. Roosevelt, I think you missed my opening state- 
ment, when I said I had only been in my job 214 months. I brought 
an expert here who heads the facilities branch of our Industrial Re- 
sources Division. 

Colonel Kuhl, will you answer that question ? 

Colonel Kuntz. I hope I can answer it completely, sir. However, 
I must admit this is a big function. The buyer decides on what this 
consideration is to the Government, the buyer of the article. 

Now, whatever considerations are given to the Government as a 
result of the facilities are decided by him in the price that he nego- 
tiates with the contractor. 

Mr. Roosrverr. Now, just for the information of the committee, 
who is the buyer? Is the buyer an Air Force officer ? 

Colonel Kun. It may be an Air Force officer or a civilian. 

Colonel Extis. It is a person who has been designated as a con- 
tracting officer of the United States Government, and it is a very 
formal procedure for a person to be so designated, and there are only 
certain people that can be designated. And it has to be a matter of 
record. 

In other words, it is not just whoever happened to be there that day. 

Mr. Roosrvetr. I presume that there are some regulations that set 
out the qualifications for a buying officer. Could we have reference to 
those at a later date, so we can know just what they are? 

Mr. Scorr. They are contained in Air Force procurement instruc- 
tion, section 1, part 4. 

Mr. Roosrverr. I would much appreciate it if you would dig it out 
for me. 

Colonel Stms. We will send you a copy. 

Mr. Roosrvetr. In your statement, I think you properly empha- 
sized the fact that your whole effort here is directed to correct pro- 
cedures at a policy level. 

Now, unfortunately, in many things that this committee has done, 
we have so often found that the procedures at the policy level were 
absolutely impeccable, but that the carrying out of the procedures 
at the base upon which they affected the people concerned sometimes 
had no seeming relationship to those impeccable procedures. I would, 
at this point, not having too many instances to talk about in too much 
detail—I would think that this committee would like to have and 
would in the future do well to follow up and to get more specific ap- 
plications to find out whether these policy level decisions were being 
carried out by the last man down the line who might not have gotten 
the word, to use the old term. 

In particular, I am interested in the small-business personnel that 
are attached to these jobs. I would appreciate getting your opinion 
as to whether he would not do a better job if perhaps he was not 
directly employed by the Air Force, but was more directly, let us 
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say, employed by the Small Business Administration, so that his 
whole concept, his whole application, came from that level. 

Would this become an impossible thing? I know it is an old fight 
going back through the years—and it was finally resolved, as I re- 
member, by the Air Force appointing a small business personnel, and 
by the Small Business Administration appointing one, too, and then 
the two of them working jointly. 

But I am wondering whether you have any real objection, and if 
so, what it is, to having this smal] business personnel directly respon- 
sible to the Small Business Administration. 

Colonel Sims. May I refer that question to Mr. Johnson, who is 
our small-business adviser at Headquarters AMC? 

Mr. Jounson. You are referring specifically to subcontracting now; 
are you not? 

Mr. Roosrvett. Yes. 

Mr. Jounson. I think this. Our small-business specialists who 
are responsible for that phase of the program would have to be re- 
placed by 2 or 3 other people if that duty was assigned to an outside 
agency. They have so many things to do that can only be done by 
Air Force personnel. But to get to ) the real point, at the present time, 
the Small Business Administration is making a field survey of just 
exactly this problem, to see if the policies are being carried out at the 
operating level. 

Now, we welcome that, and we have arranged meetings for them 
with the proper people in the big contractors’ “pl: ints. And it will be 
interesting to see what they come up with as a conclusion, because we 
believe this. We think we are doing a pretty good job, but we recog- 
nize that an outsider can spot into things sometimes. We are too close 
to the forces, maybe. And we work very closely with SBA on that, 
and we would be mighty glad to accept their recommendations. 

Mr. Roosevet. Will it be possible for this committee to get a copy 
of that report ? 

Mr. Jonnson. I am sure it will. 

Colonel Sims. Isn’t it true you have SBA people with you at Wright 
Field? 

Mr. Jonnson. We do in the purchasing offices. 

Mr. Roosevelt was speaking of the subcontracting. 

Mr. Roosevetr. I know you do in the purchasing office. And to 
what degree are they brought into the decisions that are made? 

Mr. Jonnson. They sit in on all conferences between the Air Force 
small-business specialists and the contracting officer. They are given 
copies of the contracting officer’s procurement plan prior to any pro- 
curement action. Their recommendations are given full considera- 
tion, and quite often adopted. They have authority—we have given 
them the authority by regulation to add an sources that they care 
to add for solicitation to the buyers or contracting officers list. In 
fact, their recommendations are given the same consideration that 
the Air Force small-business recommendations are given. 

Mr. Roosevettr. Colonel Ellis, in your statement you point out that 
the Air Force ballistic missiles contractor was selected in competition 
with other contractors. How did you make up the list of the other 
contractors ? 
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Colonel Exits. All right, sir. This is, incidentally, essentially a 
standard procedure which is used in selecting large primes for very 
large new tasks, like a new weapons system, or a new engine, where 
in fact the field is relatively restricted, nevertheless competition is re- 
quired. An example might be—I think I will have to pull one out of 
the manned aircraft area, if you will pardon me, to avoid classification, 
and one thing and another on security. But how it works is this. 

Let us say you are ready to build a new weapons system. A work 
statement is written which defines in general terms, which is all you 
‘an define it at that time, what the operational characteristics of this 
weapon will be. You then look around industry and pick out all such 
firms which have a probable capability, and you get them all. Usu- 
ally, for instance, with a new weapons system, you would come up 
with maybe 20 of the very large capable firms. 

You then invite these firms in and acquaint them 

Mr. Roosrverr. Who makes this survey of the field to come up 
with these 20? 

Colonel Extis. Well, this is done by a board of the most experienced 
AMC and ARDC people. 

Colonel Stms. Source selection board consisting of ARDC people, 
Research and Development Command, Air Materiel Command on the 
logistic end of it, and the using command, SAC or ADC—a combined 
board. 

Mr. Roosrvetr. Are there any civilians on that? 

Colonel Exuis. Yes, sir. The board is composed of both military 
and civilian people. Irrespective of whether they are military or 
civilian, what you are looking for is your most experienced people. 
Now, then, usually these wind up to be your most senior people, both 
in terms of rank militarywise, and in terms of rank civilianwise. 

Well, let us say we have these 20 contractors come in, or in some 
cases a lesser number, but, usually, it would be something—10 or 12 
perhaps would be a better number than 20. They are acquainted with 
the task, and they are asked to go home and come back with a proposal. 

They have a set amount of time to do this in order that it would 
be fair with all people. 

They come back and present their proposal to this same board. 
This board has, after receiving the proposals, to evaluate them in 
detail against weighted criteria which measures, for instance, on his 
technical competence, the experience that we have had previously 
with him as a producer, whether he is overloaded at the moment, 
whether he could take on a task of this magnitude in the time period 
involved. Whether he displays financial and enthusiastic capability 
to be able to accomplish the task. And I may have missed some. But 
vou evaluate it. 

* Colonel Sus. Please don’t miss the facilities. They also consider 
that. 

Colonel Exiuts. Yes, that is right. ! 

Now, then, after this is done, you come up with a weighted judg- 
ment, carefully evaluated, and I might add very carefully documented, 
for which of these contractors should win this competition. This is, 
of course, looked at both at our command level and at Headquarters, 
Air Force, and eventually before a large weapons system contractor 
is named, the Secretary level is also included. And the higher level 
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reviews assure the confidence level that can be established with the 
board, looks at how they accomplish their act ion, and in fact approves 
or disapproves what the board has done. The board cannot decide. 
The board is merely a recommending group. 

Mr. Roosrvetr. I presume that, in the early stages of this, because 
of the security factors involved, there is, of necessity, little informa- 
tion that is available to anybody outside of those that are picked; 
is that correct ? 

Colonel Exuis. Mr. Roosevelt, the type of procurement we are talk- 
ing about is multimillion-dollar-a-year kind, and there are only a 
certain limited number of firms in the country who have ever been 
able to mount a task of the scope and magnitude involved in this one. 
In other words, this is not the kind of thing that is adaptable to bring- 
ing in small business, for instance, and asking them if they could ac- 
complish a task of this scope. 

Mr. Rooseverr. But, certainly, not all of your missile program is 
in this multimillion-dollar phase. And there must be a lot of research 
and development that is not. 

Colonel Exxis. Well, I am simply talking, sir, about the major 
contractors. 

Mr. Roosrvett. Well, I am getting down to the other part, that 
affects small business. 

Colonel Exxis. You see, this takes place after you have selected the 
major contractor. He is the one, in Pact, that has business of the size 
and scope which can be accomplished in a shop of less than 500 
people. , 

Mr. Roosrvetr. But you have carefully pointed out to me here 
you did not have a major contractor. 
~ Colonel Ex.is. On the ballistic-missile program. 

Mr. Roosevert. All right. Now, is it not possible that, perhaps, 
among your associated people there could be some small-business 
people, particularly working together, which is a concept that some of 
the small-business people advanced and felt they had not had an 
opportunity, and, perhaps, of being frozen out, either because of 
security reasons, so that they do not know of the opportunity, and 
which, if a review would, perhaps, declassify it as so much military 
information becomes declassified at some point because we find out the 
enemy knows just as much about itaswedo? 

And at that point, is it not, perhaps, a legitimate request by small 
business that a greater effort be made to make them aware of the 
opportunity to join this associated team, and, possibly, to have some 
of them included in this seniority board? Perhaps, because I am 
a junior Member of Congress, I am allergic to this seniority system. 
But I have a feeling that some of them might also be included to 
advise as to whether or not we are not missing a great bet in here. 

Colonel Exxis. Well, let me assure you—there are three points here 
I would like to address myself to. 

The first one is, let me assure you, that the knowledge that the 
board considers is not limited to just the limited number of people 
that participate. There are working groups who research the entire 
source files and look with great detail and furnish up information to 
their respective board member. So, it is not just a pool of knowledge 
of, let us say, 10 or 12 board members, or something like that. 
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Now, then, the second point I would like to talk a little bit about 
is that you mentioned there something about the ballistic-missile field 
or program, and you rightfully have pointed out, as I have mentioned 
here, that it is a different one in which there is a Government-fur- 
nished aeronautical equipment system, one in which we have associate 
contractors who get direct prime contracts from the Government, 
which is quite correct. 

Now, this is important, for this reason, to the small-business man, 
at least. It has a tendency to spread the business out across the Nation, 
rather than centralizing it in one spot around a particular airframe 
contractor. So, this is real important to him. 

But, after I say that, let me assure you that the size of these con- 
tracts I am talking about for propulsion, for instance, for a guidance 
system and nose cone, the ones I have listed as being the associate 
contractors, without giving you the dollar figures, which I am sure 
you understand the reasons s why I cannot here—let me assure you that 
the dollar figures for those prime contracts are so large that no con- 
tractor of 500 people or thereabout could begin to have the scope and 
depth to accomplish a program of that size. 

The Rocketdyne, for instance, is a very, very large plant, thousands 
of people. 

Mr. Roosrveir. Well, of course, trying to be specific, heat testing 
and things of that kind—certainly, it seems to me that a smaller dollar 
volume contract might be just as valuable given to some of these 
people, and be possible, and still be very efficient. Is that not a pos- 
sibility ? 

Colonel Exits. Well. you are getting into—back into my concept of 
management. If you are going to have a w eapons system at the earli- 
est possible time, and if you have not invented it before, the Air Force 
just simply cannot invent things within their numbers of people. We 
have to hire industry to do these large, new, state-of-the-art advances 
Now, what that says to me is that it is impractical, generally speak- 
ing, to assign a large research and development effort from, let us 
say, something like the Thor or the Atlas weapons system in a prime 
contract between the Government and the small-business community. 

Now, we do know that our prime contractors do this on a very large 
scale. Our figures which we have shown today indicate that, to date, 
based on just a research and development effort, they have done a very 
large proportion of this. 

Mr. Rooseverr. I don’t see why, if they can do it, you can’t do it. 

Colonel Exits. It is simply a question of whether you can 

Mr. Roosrverr. Whether you have got that frame of mind, isn’t it? 

Colonel Exuis. No, sir; it is not. It is a question of having the 
ability to administrate the literally hundreds of contracts that would 
result with that philosophy of management. We must depend upon 
the prime contractor to accomplish this. And we think that, if he 
does a good job, we are, in the end result, producing the desired effect 
for the small-business community. It is really academic whether he 
gets the money direct from the Government or whether he gets it from 
a prime contractor. The important point is that he gets the money. 

Mr. Moore. Will the gentleman yield ? 

Actually, Colonel, what you are saying is that, in these projects that 
you are testifying about, the engineer and technical personnel that are 
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necessary to even administer, let alone develop and control, the pro- 
gram, would exceed the number, the numerical number that we feel 
denotes a small-business operation. 

Colonel Exxis. He won't be small business the day after he got the 
contract. 

Mr. Moore. He would have 500 to 700 research and development en- 
gineers and personnel of that type, in order to administer it. Then it 
actually is true that your theory is for the purposes of control of 
the program; is that not it? Your inability to control it. And you 
place it in the hands of large contractors. 

Mr. Roosrvext. It is the urgency of the moment, really, then, that 
requires this be done—because you do not have time to do the rest. 

Colonel Exxis. I cannot underestimate this question of urgency. 
You have got to invent something and get it in the inventory before it 
gets obsolete. And this is true on ballistic missiles or anything else 
that is an advancement in the state of the art, so to speak. 

Colonel Srus. It is not only the urgency of the moment, but it is 
also related to the skills in and out of Government. We cannot afford 
to pay Government people at salaries which these kinds of skills de- 
mand. And, to a great extent, we have been forced into this pattern 
of management by the fact that the Government can’t do this, and 
industry can. 

Mr. Moore. In this instance, neither can small business. 

Colonel Stms. That is right. 

Mr. Moore. Afford to pay, that is. That is substantially what you 
are saying. 

Colonel Exxis. Let me assure you of one thing. We do have oc- 
easion to put, occasionally—and we are constantly seeking these 
things—where we do have an opportunity to present a small business 
with a research and development contract if it is a confined piece of 
work. We have a contract like that for about $4 million with Acou- 
stica, which is far a particular kind of a thing which I will not de- 
scribe, but which is sufficiently defined that a company of that size 
can accomplish the task, and they have that. But I must also caution 
you this is something which does not come along too often when you 
are struggling with the problem of a very large complex weapons 
system like an intercontinental ballistic missile. 

Mr. Roosrvettr. Well, Colonel, I am reasonably satisfied with your 
answer. But the thing I am getting at is I think we need to review 
continually whether this is the kind of thing you described in the last 
instance, or whether it is not. If it is, to be sure that we use to the 
fullest maximum the tremendous know-how of the small-business 
community in doing it. 

Now, one of the things that strikes me in your statement, on page 
6, you have Douglas reporting 23 percent, you have Convair report- 
ing 37 percent, and then you go back to, roughly, 27 percent in Mar- 
tin, and you go down to 20 percent in the Rocketdyne division of 
North American. These are pretty wide variations, and, in the terms 

of small business, this could keep alive a large number of small busi- 
nesses. 

And, where you get that much variation, I would think that that 
would excite—not you, because, obviously, it is not your job, but some- 
body in this Department who should be on the ball, and say, Why is 
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Convair able to get 37 percent, and why is North American only able 
to get 20 percent? And I would want to be pretty sure I had an aw- 
fully good answer. 

Now, is there a good answer ? 

Colonel Exris. Let me assure you, to start with, that we give this 
problem just exactly the kind of look that you are suggesting. 

Mr. Roosrvetr. Give it, just for my own information. 

Colonel Exxis. 1 will say that I give it this kind of a look, and there 
are numerous other people that work in this that give it this kind 
of a look. 

Now, you asked for a good answer, and I think I can tell you the 
good answer, because I took that kind of a look. 

The Thor program is an entirely different kind of a—if I am cau- 
tious, it is not because I do not know what I want tosay. Iam afraid 
I will say something that is classified. 

The Thor program is one which was laid down with a very short 
time scale. I think it is a matter of record that that weapons system 
will go into the operational inventory in 3 years from the date of the 
first contract, which was placed in December of 1955, and is due to op- 
erationally deploy in the United Kingdom in December of 1958. 

Remember back here, when I discussed a compromise between pro- 
gram urgency and time, and a desire to do a certain thing. That has 
had a definite effect on the Thor program. And I think that by talking 
about that one, I essentially answer the question with respect to the 
others. Now, carrying on for just a moment 

Mr. Roosevett. Well, then, in essence, the answer is that these differ- 
ences are due primarily to the inability of small business, according to 
your answer, to fit the time-urgency factor. And I just cannot believe 
that. 

Colonel Exxis. I am not saying that they cannot meet the time- 
urgency factor, once you get to the point that you can compete on. 
The problem is in the development problem, as you go down the road 
from the time you thought about it until you get the finished product 
of hardware—in some cases, where you are moving as fast as the Thor 
moved, you never really get the degree of refinement in drawings as 
fast in time, so to speak, to handily give you the opportunity to do this 
kind of thing. 

Mr. Roosevett. Well, Colonel, I do not think we can do this in open 
session, because I do not think I will get the information out of you. 
But I am going to ask—and maybe we can do this in Washington as 
well as here. 

But, Mr. Chairman, I am going to ask that this committee sit down 
and go into this in detail. Because I am convinced, in my own mind, 
that, if what you say is true for a very short period of time, when you 
are getting off the ground, it becomes less and less true as you go on 
to the more or less fixed development of the thing, when, certainly, 
small business must be phased into it and can be. 

Mr. Moore. Will the gentleman yield for a question ? 

May I ask you this, Colonel? These four missile examples that you 
have given—are they or are they not in the same stage, development- 
and production-wise, and does that cause the discrepancy in the per- 
centage of business that is going to small business ? 
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Colonel Exxis. That is right, sir; they are not in the same stage, and 
it does affect. And there are program diinbdhaws with respect to each 
of the individual contractors. 

Might I add one more comment for Mr. Roosevelt’s benefit ? 

I refer you to the discussion which took place, or question which 
took place, between August and December of last year, with respect to 
the Thor- ee question. I might suggest—I think, in my opinion, 
this has also had some effect in the difficulty in being able to handle 
a problem. 

In other words, there are things which have happened which have 
caused expansions and contractions, if you will. The Thor program 
was under such a program change or lacked the program stability 
which has been talked about around here by several of the other people 
during that particular time period. 

I would like to say that 1 would be a lot more concerned about 
Douglas, for instance, if their percentage was a whole lot less than it 
is, considering the fact that this measures only until December of last 
year, and, with respect to the amount of hé irdware which is reported 
elsewhere to this time, I think that is a very respectable percentage. 

In other words, variance is not so important as the fact that one of 
the contractors is below a norm that you might expect for the particu- 
lar program time. 

To be quite specific, if Douglas was 15 percent, for instance, or 10 
percent, I would be a lot more concerned, sir. 

Mr. Roosrverr. Well, I think we have explored that as far as we 
can and I appreciate your answers. I have a couple of other questions. 

Your 21-percent figure—does that include the tax dollars paid to 
Ramo-Wooldridge ? 

Colonel Exxis. Well, it will not change the answer, because this is 
pratt small. Iam going to have to ask someone to collect the statistics. 

I do not believe it would. I will not have made any difference, sir, 
because the amount involved with respect to the $1.3 billion is so 
small that you could not have—it will not change the perc entage any- 
way—one way or another. 

Mr. Roosrvetr. All right. Then, does the $1.3 billion include mis- 
cellaneous contracts with small-business firms that are not related to 
the missile end product ? 

Colonel Ex.is. $1.3 billion—again, for the same reason, the amount 
that has been placed out to other than these 17 prime contractors is so 
insignificant that it would not make any difference. 

Does it include, Jack ? 

Mr. Crark. It does not. 

Mr. Roosevetr. It does not include the nonrelated end product. 

Colonel Exxis. There is very little of that, Mr. Roosevelt, on the 
ballistic missile. 

Mr. Roosrverr. The reason | state this is that I understood a mem- 
ber of your staff, taking out the things I asked you about, made up 
some figures that originally showed that the small-business pronor- 
tion of this was of the total missile dollar investment in small bus- 
iness—was 12 percent—and if that report originally was accurate, T 
would like to know how we finally got up to this other figure of 21 
percent. 

Colonel Ex.is. I am not aware of the 12 percent figure. 
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Colonel Sims. You are speaking, sir, of the total missile dollar, 
which includes the nonballistie types which I discussed and also the 
figures on ballistic missiles. I do not have them put together, but we 
can do it. 

Mr. Roosevetr. I think that would be of interest, because if you are 
down to 12 pees, then again I want to go into the whole thing. 

Colonel Exuis. Well, let me assure you on the ballistic missile. pro- 
gram, to the as of my knowledge—and we had to go dig out, because 
the DOD form does not report it this way—but we ‘think we have got 
as near a true figure as we can, and the figure is 21 percent through 
December of 1957, to the best of my kn owledge. 

Mr. Rooseverr. All right, if you could get those. 

Colonel Suas. What period do you want it to cover? The calendar 
year ¢ 

Mr. Rooseverr. I think that would be the best. 

Now, a specific question. Under the weapons system, do either 
of you gentlemen have knowledge of whether the primes are building 
their own trailers for missiles ? 

Colonel Sims. This comes out in my speech, sir, in the nonballistic 
missile area, where we are trying to get them to use and suggesting 
somewhat the use of standard equipment. I think you are getting 
good results in the ballistic missile area, are you not ? 

Colonel Exxis. I do not know this. 

Mr. Roosrvett. Again, I am asking this specifically. I am told that, 
for instance, a company like Fruehauf could sell them to the primes 
at as much as 12 or 15 times cheaper than it costs the Government. 
And I would like to know the answers to this. If this is true, this 
hits at the kind of thing we are aiming at. 

Colonel Exxis. Well, I don’t know the answer to your question. 

Mr. Roosevetr. Would you find it for me? 

Colonel Exuis. Yes, sir. Your question, I believe, is on the ballistic 
missile program, are the prime contractors manufacturing trailers; is 
that correct, sir? 

Mr. Roosrvetr. Have they been, and, if so, is it not reasonable that 
they could have been pure -hased by the existing firms in that business 
at a cheaper price than is being charged to the Government by the 
prime for doing it? And, if this is true in this instance, how about 
reviewing some other items with which we might do the same thing. 

Mr. Chairman, I think I have exhausted my time. I am sorry I 
took so much time. 

Mr. Moore. I am wondering whether or not there is information 
available that can indicate how much dollar contract is yet unsettled 
with, say, small business people as a result of termin: ition procedures 
that the Air Force has had to go through with. 

Colonel Sims. This information is available. I do not have it with 
me. 

Mr. McMurray, do you have any figures on that ? 

Mr. McMurray. No, I do not. We can get them. 

Mr. Moore. I think that would be of great importance to us, because 
we have had some testimony that there are approximately outstanding 
some $6 billion worth of contracts which affect small-business opera- 
tions. If we have $6 billion that rightfully belongs to the small-busi- 
ness man, whether it is the Air Force, the Navy, the Army or what- 
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ever component of the Government, we ought to see whether or not 
you gentlemen are doing everything you possibly ¢ can to expedite these 
termination arrangements, 

Mr. Scorr. Allow me to interpose here just a little bit, sir. I am 
not sure that I understand you completely. Of the total amount of 
money that is outstanding as a result of terminations, we could be 
talking about two figures. One is the face amount of the contract that 
has been canceled, or the contract price of the items canceled but not 
yet settled. 

Mr. Moore. That is the figure I am speaking of. 

Mr. Scorr. That figure we can obtain for you, sir. There is one 
other thing that may ‘bear on this matter a little bit, and that is the 
fact that we do not, in our reporting system, have the details, I am 
afraid, on the number of sub claims involving small business that 
are 

Mr. Moore. With the prime? 

Mr. Scorr. That is correct. Now, in direct termination that we 
have with a large or small business firm, we can obtain this informa- 
tion readily. The numbers of subcontractor claims that are outstand- 
ing, possibly a breakdown between large and small business of the 
termination claims I am not so sure about. 

Colonel Srus. I think we would do well to point out that there is 
nothing in the regulations that prohibit the prime from settling up 
quic ily with the subs. He can settle up with those right away. 

Mr. Moore. I think we understand that. What we are trying to 
get at is in terms of dollars and cents how much dollar value is there 
that could be legitimately paid to the small-business man, and that 
for some reason or another is not. The reason for my question is 
to determine whether or not the Air Force and the other branches 
of our Defense Department are doing everything possible to bring 
about a hasty conclusion to these termination contracts which have ex- 
tended over a period of 5 or 6 years. 

Colonel Sts. We share your concern about this problem, and we 
do everything we can. We have a standard time limit—I don’t know 
what it has been set at—for those termination settlements. We rate 
our procurement districts on the time it is taking them to do these 
operations. We rate them on about 150 factors. We look at it our- 
selves every 2 months in Wright Field, to see how long it is taking 
to wet these terminations settled. 

Mr. Scorr. One more point, sir. We do have provisions down to 
the lowest tiered subcontractor, he may ask of the next higher tier and 
right on up the line, a partial payment against his termination claim 
to tide him over until final settlement. 

Now, there is a matter of negotiating position here that if you grant 
too great a partial payment, you may lose the incentive on the part 
of the contractor to expeditiously go ahead and process the re- 
mainder of the claim. 

Mr. Roosrvenr. What do you mean, “Process the remainder of the 
claim”? I think we are mostly interested where the work is com- 
pleted, and the final payment has not been made. And so the longer 
you take, the weaker the little fellow’s negotiating position gets. 

Mr. Moore. Well, we are also talking about two different things. I 
think you have touched on one, Jim, and Mr. Scott, I believe, is 
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testifying to the other—where these boys get caught on one of these 
termination features. 

Now, the point I think that you express is after a contract has 
been completed, and the holdback of 25 percent, in the case of a small- 
business man, the expediting of that payment, and the approval of 
the contract undertaking, and the expediting of payment of the re- 
mainder that is due under the contract. 

Mr. Roosrverr. Specially if he has financed his end of it, but the 
next tier up is not ready to take it, and it sits for a period of time. 
What happens to the fellow down at the bottom? Does he not de- 
serve some consideration ? 

Mr. Scorr. I think we are talking about two entirely different things 
now. 

Mr. Roosrevetr. Well, that is a third one. 

Mr. Scorr. Yes, sir. The 25 percent holdback you speak of 

Mr. Moore. That I am sure is what Mr. Roosevelt had reference to. 

Mr. Scorr. I think we are speaking then of a progress payment 
provision in a contract. Now, that is not applicable to a termination. 

Mr. Moore. No, that has nothing to do with my questions. 

Mr. Scorr. Allright. Now, the termination thing is a little different 
Story. 

Let us just pick a hypothetical case. We terminate a contractor A, 
who, in turn, has subcontractors on the first tier and the second tier. 
The termination notice is then passed by each succeeding contractor 
to the lowest tiered subcontractor. The lowest tiered subcontractor 
may then, as soon as he has submitted a claim to his next higher tiered 
subcontractor, also submit at that time a request for a partial payment 
while the claim is being negotiated and settled. And if this claim ap- 
pears reasonable, the next tiered subcontractor endorses it up the line, 
it is paid and then the payment flows back down the line again to this 
lower tiered subcontractor. 

The point I was desirous of making earlier was that, if, for ex- 
ample, a subcontrator had a claim of $100,000, you gave him a partial 
payment of $100,000, he has lost all of his incentive to promptly 
proceed with the formal negotiation of the final settlement. So, if 
there is a little difference of opinion. The subcontractor feels he 
should get more. The next higher tiered contractor feels, “Well, if 
I give him all of it, I will never settle it.” So, there is a certain 
amount of judgment that has to be exercised in that area. But 
progress payments are made every day to these subcontractors right 
on down the line, and are encouraged. 

And, as Colonel Sims has stated, within certain limits, the prime 
contractors and lower tiered subcontractors do have authority to make 
direct settlements with their subcontractors without Air Force 
supervision, 

Mr. Moore. My other question is in furnishing this information to 
us, which I understand you contemplate doing. It has come to our 
attention that there are certain requirements placed on the small- 
business man, or the second- or third-tier subcontractor, by his higher 
sub or by the prime, that puts him in a position of prejudicing his 
claim before he can receive any of this partial-payment arrangement, 
however great or small it might be. 

Now, whether that is an individual thing with each contracting 
officer, or whoever settles these contracts, I do not know. I am talking 
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about an individual who has a legitimate claim, say, against a prime 
contractor, and, before he can take advantage of these partial- settle- 
ment payments, that prime contractor requires certain things of him 
which prejudices the overall amount of his claim. 

Maybe that is a running battle between the prime contractor and the 
sub, initially, but we have some information that this is prejudicial 
to the small-business man. As a committee, we want to know if that 
exists, and we would appreciate that information. 

Colonel Stms. On the other side of that story, we spent a lot of 
our time, and we have a very active program that applies to all of our 
procurement districts, to go out and educate these small-business 
people on ways and means of getting around things of that sort. 
That is just one of them. But we try to educate them in many ways. 

Mr. Moore. Well, by reason of the institution of that program, it 
would indicate a problem did exist. Would that not be true? 

Colonel Sims. I would think so; yes. 

Mr. Scorr. Not necessarily. 

Mr. Moore. You say no? 

Mr. Scorr. Obviously, there will have been instances where a hard 
businessman drives a hard bargain with a subcontractor. This will 
happen on occasions. We do not endorse sharp practices by any 
stretch of the imagination. 

Mr. Moore. I think that is a fine statement. Now, is there any way 
available to this small-business man, when he gets ¢ aught—this i is Mr. 
Roosevelt’s accordion again—that gets caught in there, that he can 
come to the Air Force for some relief, rather than having his knuckles 
cracked by this hard businessman you are talking about? 

Mr. Scorr. This has happened, sir. The subcontractor, of course, 
will be in the geographical area of one of our air procurement districts. 
If he thinks he is being treated unfairly, he goes to his local Air Force 
office and requests assistance. And if, then, a sharp practice is re- 
ported to us, we would certainly put a stop to it. 

Mr. Roosrver. Suppose it is not a sh: arp practice? Suppose it is 
just that you have made a deal with the prime, and the prime has done 
some subcontracting. And the subcontractor has finished his part of 
the job, but the prime has not finished his part of the job—he is not 
ready to use this stuff. He just does not want to pay for it at this par- 
ticular point. Can this subcontractor come anywhere in the Govern- 
ment and get paid, without having to wait on the prime or the tier 
above him ? 

Mr. Scorr. No. 

Mr. Rooseverr. Well, will it not be fair and right and just in the 
interest of national defense, particularly the small-business people, 
to set up something in the SBA or in the Department of Defense 
where he could get paid, as long as he had done his part of a contract 
that you had approved with the prime? 

Mr. Scorr. What we have done, sir, is, when we get reported to us 
instances of the failure of a prime contractor to reimburse the sub- 
contractor, we go to the prime contractor and find out why not. Fre- 
quently, there is a valid reason why it has not been done. If there 
is not a valid reason, I am not aware of any instance where, at. least 
when it has been brought to the prime contractor’s attention, that pay- 
ment has not been made. 
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Mr. Roosseveir. Well, we have had instances where the least delay 
in going through this results in real harm to the small-business man, 
the small subcontractor. When he really finished his end of the job, 
if he could be sure that he had a valid complaint, he could present 
it somewhere and get paid while the prime is waiting to finish his. 

I could conceive of your position in saying the prime is going to 
finish his job and the contractor is going to be paid, and not be too 
sympathetic with the fellow down the line. He is going to be paid 
in 6 weeks or 2 months, and that does not worry you very much. But 
it worries the subcontractor operating on a shoestring or mighty 
near it. 

Mr. Scorr. I assure you, sir, it would worry us. But we have no 
contract with the subcontractor, as such. 

Mr. Roosrvett. Except as you have a responsibility, because you 
put the prime in the business. 

Mr. Scorr. Right. And we would look very hard at a prime con- 
tractor who did not meet his bills promptly. And we would want to 
consider very carefully setting up an agency to pay these claims, be- 
cause then we are taking over another responsibility of the prime 
contractor. 

Mr. Roosrvetr. I think this will come out in the figures, or, if 
these cases come to our attention, we can bring them to your attention, 
to see what the problem is. 

Mr. Moore. I have two questions remaining. 

To get back again on my line of interrogation, rather than that 
suggested by Mr. Roosevelt—if we have situations that have occurred, 
in which the small-business man has found himself, for one reason 
or another, being unable to deal with his higher subcontractor or the 
prime, and he has come to the Air Force, complaining, and you say 
that there have been instances of that—I believe you said that. 

Mr. Scort. I believe so. 

Mr. Moorr. I think the committee would like to know of those 
particular instances. 

And (2) we would like to also know the period of time that the 
Air Force, themselves, have taken to bring about a successful conelu- 
sion to this request of the small-business man who has appealed to the 
Air Force for help. 

Other than that, Mr. Chairman, I have no further questions. 

Mr. Roosrevetr. Mr. Chairman, one last suggestion. We did not 
talk to you about this problem that Mr. Moore brought up with the 
Navy, the design piracy. 

Mr. Moore. The colonel, I believe, gave some testimony on the ques- 
tion of proprietary rights when he made his statement. 

Mr. Roosrveitt. What I wanted to suggest was that I think it might 
be well for the Department of Defense to consider the publication, by 
DOD, of a simple and clear statement of this problem, and the rights 
of the small-business man within that 1 pamphlet, so that he could 
have it in 1 source, and he could know the exact. policies of all of the 
different branches of the Department of Defense. And, if this is 
a suggestion which could be looked into, I think the committee would 
appreciate it, because it might be of real value to the small-business 
man to know promptly what his rights were, beyond question, and be 
able to find them in one source, and not have to visit Washington to 
get it. 
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Mr. Steep. Well, Colonel, in your presentation, you, of course, 
said that you only referred to the Air Force policy in regard to rene- 
gotiation, and informed us you were not in a position to discuss that. 
But there is one question relating to it that I would like to ask. 

In the renegotiation process between the prime contractor and the 
Air Force, just where does your part of it fit in as between the Board 
and the prime contractor? Are you required to participate in the 
conduct of the renegotiation ? 

Colonel Sims. I cannot answer that, sir. 

Maybe Mr. Scott can. 

Mr. Scorr. We are asked to supply the renegotiation board with 
performance data, verification of cost information, and things of this 
sort, if that answers your question. 

Mr. Streep. You are no more directly involved than just making 
available records and things of that sort, is that it? What I was get- 
ting at is as to whether the long drawn-out time factor in renegotiation 
imposes any handicaps or hardships or otherwise affects the operation 
of the part of the Air Force that is in this procurement field. 

Colonel Stus. We have to consider not only the buying and procure- 
ment people, and the production people, but the Air Force Auditor 
General gets involved in this process. 

Is that right, Mr. Scott? 

Mr. Scorr. Yes. 

Mr. Sreep. Could I ask you this question, then. If renegotiation 
was current, if it did not have this long timelag, and did not involve 
all these difficulties that have been complained about here, would it 
make any particular difference to the Air Force one way or the 
other ? 

Mr. Scorr. I cannot answer that, sir. This possibly presents prob- 
lems when the buy is placed, when the procurement is made, the delay. 
I do not know. From an administrative point of view, of administer- 
ing the contracts, our responsibility is confined to answering specific 
inquiries of the Renegotiation Board. And these present no major 
problems. 

Mr. Sreep. Do you not have a lot of personnel involved in going 
back to 1955 and digging out your records for the Board that you 
would have liked to have already filed away and forgot about? 

Mr. Scorr. Generally, the questions that I recall being asked in my 
active experience are those of: Did the contractor meet his delivery 
schedules, how did his costs compare with his estimates, and things of 
this sort, which do not involve a great research of records. For a 
period of time, we did maintain anticipatory information in anticipa- 
tion of such requests in capsule form, so that we could answer such 
questions readily when they came to us. 

Mr. Sreep. You heard some of the prime contractors here testify 
that this industry is now old enough and experienced enough that 
they can project an estimate of cost on their production, very accurate- 
ly now, as against one time when it was rather an unknown quantity. 
And that as a result of that, when they submit bids and cost estimates 
to you on a given job, they have become quite reliable. In your ex- 
perience with them—does this verify that claim on their part? 

Mr. Scorr. I am afraid that my individual experience will not 
qualify me to answer such a question for the Air Force. Individual- 
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ly, with the limited across-the-board experience I have had, generally 
this is true. 

If the contractor and the Government are not reasonably able to 
project a firm price, we will use a type of contracting, the cost reim- 
bursement or redeterminable type. Cost reimbursement I mean 
CPFF. 

Mr. Steep. You feel that in your experience with the Air Force 
procurement that you are not at the stage, and following the practices 
and policies where the chance for windfalls or excessive profits is not 
very great, is that not true? 

Mr. Scorr. Individually, sir, windfalls can and certainly do occa- 
sionally occur. 

Mr. Streep. Colonel, do you feel like the experience you have had in 
the ballistics situation, in the missile field, is still in such a state of 
unknowns and uncertainties that renegotiation is needed to protect the 
taxpayers’ dollar in your contracting and production in that area? 

Colonel Exxis. Well, to my knowledge we just have not got to the 
point where this has occurred. In other words, I guess enough time 
has not elapsed yet that we are not grown up enough yet to have—— 

Mr. Sreep. Well, you go into a weapons project with a prime con- 
tractor. You just got the idea. You have no way of knowing what 
it is going tocost. Do you feel like as that thing evolves, and develops 
and money is invested into it, that you have no way to protect the 
Treasury from excess profits, windfalls ¢ 

Colonel Ex.is. This is an entirely different question, sir. The first 
one had to do with whether we had matured to have renegotiation 
problem. As I understand your present question, this addresses it- 
self to whether we take safeguards with respect to our existing con- 
tracts having to do with the amount of profit that we permit contrac- 
tors to receive. And let me assure you that this is a question of fee, 
and it is very carefully negotiated. I might add one of the most diffi- 
cult parts of the contract to negotiate, and one which usually takes 
about the longest of the elements. And this is very definitely. So 
the Treasury is protected in that sense. , 

Mr. Sreep. I know you gentlemen have nothing to do with the 
policy in regard to that, but we feel that renegotiation does have an 
adverse impact on small business and its chance to get a share of this 
business. And I think we have more confidence in your ability to pro- 
tect the taxpayers’ dollar than the Air Force’s position on renegotia- 
tion would indicate that the Air Force itself feels. And my questions 
were designed to show that without renegotiation, which would, we be- 
lieve, expand and increase small business opportunities in this industry, 
we—at least I personally do not think that the risks against the Treas- 
ury losses that renegotiation is really intended to stop are as great as 
they were, and that you have policies and practices now which of them- 
selves eliminate what I though the original purpose of renegotiation 
was for. And whey we need both, I am not smart enough to know. 
But I do believe that the fact that renegotiation is still with us has 
hurt the part small business has enjoyed in this program and this 
industry. 

Do you gentlemen have any more questions ? 


Mr. Moore. No. 
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Mr. Roosevetr. I have just one. I think it was you Colonel Ellis. 
You mentioned the number of orders that daily were processed out of 
some of the plants. 

Colonel Sirus. That was in my testimony. 

Mr. Roosrvetr. I presume that the average dollar volume of those 
orders must be fairly small, in view of the large number of them that 
went out. And I am coming back to the same year—that was raised 
before—to try to get your opinion of it, as aside from the prime con- 
tractor. Would it be feasible to make a sealed bid requirement for, 
say, any order over a certain amount—$5,000, for a rough beginning! 

Colonel Suas. You would have to have a lower ceiling on it. We 
discussed this problem last night in the hotel room and the people 
around this table, at least this end of it, feel this would impose terrific 
workloads, a burden on the Air Force to police, and we don’t see how 
this could be made workable. 

The contractors who testified, I think, said that it was not workable 
on the basis of time. 

Mr. Roosrvetr. That is the reason they gave. 

Colonel Sms. But I think our main worry about it would be just 
the manpower element alone. We do not have enough manpower to 
put in there and make that kind of close surveillance on the day to day 
work. 

Mr. Roosevett. Why would that require any more manpower? You 
take a sealed bid and open it on a certain day, and you have taken it 
from people you agree can do the job. 

Colonel Sums. In one plant alone there are 2,500 of these buys every 
day, and each one involving 8 or 10 bidders would take a lot of 
work. 

Mr. Roosevettr. That is why I said start at a reasonable figure. 
Because you just agreed a minute ago that these great volumes are 
in small amounts. But I am trying ‘to think—I would make it even 
higher, in order to make it realistic. Make it $10,000, $15,000, or 
$20,000. 

Colonel Sims. I do not have any idea what the average size would 
be. But if we assume that 2,500 figure would apply to the Boeing 
Seattle line on the B-52, you could divide that 2,500 into 3 million, and 
get some fair approximation, because I understand it costs about $3 
million a day to keep that line going. 

Mr. Roostvert. Is there any way we could get a breakdown about 
how many, let us say, would be 25,000 and over, and how many would 
be under, without putting somebody to too much work? 

Mr. Scorr. I think we could get it for you on selected contractors. 

Mr. Roosrtveir. Would you, so we can have a look at it, to see the 
feasibility ¢ 

Colonel Sms. It would be interesting. 

Mr. Roosevetr. I think it would be. And, secondly, I think this is 
a field where small business does get particularly hard hit. And it is 
the same story. The policy at the top of the company might be abso- 
lutely right, but that fellow down below is pretty far down, he is 
usually not very well paid, he is dealing in large amounts of money 
in comparison to his own salary. There is enough testimony, I think, 
so that there is a suspicion, a well-founded suspicion, that manv times 
“irregularities,” if I may use a nice word, go on, which would be 
eliminated by the use of a sealed bid. 
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Mr. Scorr. I would like to make this one comment, if I could, sir. 


The actual size of the purchase is only one of several factors that 


would influence the applicability of sealed bidding. 

Sealed bidding would be appropriate only in the event that there 
were specific drawings, and so forth, available and the reasonable ex- 
pectation of free competition. 

Now, there are ways to achieve the same result, other than through 
the formal obtaining or sealed bids. As a part ‘of the analysis of a 
contractor’s purchasing system, we look to see that where he goes out 
and gets a number of bids for an item, that he does then award, on 
the basis of the bids that are received to the lowest responsive bidder— 
that he doesn’t then entertain what we call second bids which would 
then lead to the possibility of passing out information. The method, 
I think, is a little different, but the results are the same—that the 
bidder who bids on an item where there is free competition, can 
expect, in the tremendously vast majority of the cases, that the bid 
will be awarded on the basis of that. 

Mr. Rooseverr. What you said, I think, is more true of the Air 
Force. I happen to know that by personal knowledge. But I think 
you will find some of the other—I am not criticizing the Navy—but 
I think they do a less careful check than you. And, : again, you come 
to the human element of the check—how close is the check? It is up 
to that one human individual. And the more we can eliminate that, 
the better we are protecting the small-business community. 

Mr. Scorr. I just wanted to be sure that you did appreciate the 
fact that we would have to define the requirements. 

Mr. Roosrverr. I think it would have to be a restricted area, which 
would have to be defined. 

Mr. Scorr. It would be a very difficult problem to do. 

Mr. Roosrvetr. Do some research on that and see if it is feasible 
to do it in any part of the country. 

Mr. Sreep. Before we close for the day, do you gentlemen have any 
further comments you feel you would like to make? 

Colonel Sts. No, sir. We appreciate the opportunity to be with 
you today, and give you our story on small business. 

We share with you the concern you have about small business. We 
fully realize that they have a very significant role to play in this 
aircraft and missile program, and we want to make sure as much as 

can, as Well as we can, that we do make full use of them. 

Mi, Streep. Well, gentlemen, on behalf of the committee, I want to 
express my very deep appreciation for your cooperation and being 
here. I appreciate your patience and good spirit in being here with 
us. Weare, ourselves, hard-pressed for time, and you accommodated 
us and we appreciate it. And that goes for all the other people here. 
We are sorry we have kept you here such a long time. But I think 
through your good offices we have been fortunate and have obtained 

1 lot of very fine information, and we feel gratified about the results 
of our hearings here and the material that has been given to us. 

Colonel Sums. If we can help you any more, please let us know. 

Mr. Srrep. Thank you, gentlemen. 

(Whereupon, at 4: 20 p. m., the committee adjourned, subject to the 
call of the Chair.) 
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(Following the conclusion of the testimony, a memorandum and 
statement was received from Eugene H. Twarowski, Double T 
Products Co., Hawthorne, Calif. The memorandum and statement 
follows:) 

DousLeE T Propucts Co., 
Hawthorne, Calif., July 30, 1958. 


Memorandum to Select Committee on Small Business of the House of Repre- 
sentatives of the United States. 


Mr. Chairman and members of the subcommittee: 1. As a rule Government- 
owned defense plants are operated by private interests for profit causing small 
business to compete with its own contributed tax dollar. 

2. Since the recession set in and the Russian outer space sputnik decoy im- 
posed its impact on normal defense items, the major prime contractors have 
been forced to call in their tooling and subcontracts from small business in order 
to keep their own facilities going. This has resulted in thousands of small subs 
going to the wall, all of whom would be needed in the event of an emergency. 

3. Several major prime contractors are using Government-owned and fur- 
nished facilities for the purpose of producing commercial items detrimental to 
the health of the general business climate. Privately invested capital cannot 
compete against this disadvantage. 

4. Some large Government prime military procurement contractors only sub- 
contract so-called cat-and-dog items or those which they are unable to satis- 
factorily produce with their superior equipment facilities. These are usually not 
production runs but rather experimental or critical line shortage items which 
they have been unable to perform on because of internally produced scrap and 
their cumbersome and expensive methods of operation. 

5. There are many key top echelon personnel in some large plants who either 
have a side interest in, or a close friend involved, who will not permit a nor- 
mally good buyer to place his order in the best interest of quality, delivery and 
price to the benefit of all principals and principles involved. 

6. The SBA is an artifice insofar as real small business is concerned and 
operates as a figment of unreal imagination. Its meetings are packed with and 
hear only from every category of the economy with the exception of the small- 
business men. When will the real small-business man be given a key spot on 
an agenda? 

7. And finally, like the auto, implement, appliance, and many other large 
enterprises, why doesn’t the major airframe and missile producer act as they 
should in an assembly capacity, subcontracting all component and detail parts, 
as well as subassemblies to the many qualified and low-cost producers in the 
unusually good subcontracting field which have been developed over the years 
and now faces bankruptcy and extinction. 

Respectfully submitted. 

DovusLe T Propucts Co., 
EvuGENE H. TWAROWSKI, 
Owner. 


STATEMENT OF EUGENE H. TWAROWSKI, DOUBLE T PrRopuUctTs Co., HAWTHORNE, 
CALIF., SEPTEMBER 17, 1957 


Hon. Senator JOHN SPARKMAN, 
Chairman, Senate Committee on Small Business, 
Los Angeles, Calif. 

DrAR SENATOR SPARKMAN: Every other segment of our national economy has 
been and now is subject to Federal subsidy. The farmer on price supports and 
soil bank, labor on price indexes, wage raises, big business on plant and power 
expansions, mining on stockpiling of materials. 

Small business is the Nation’s largest business. It employs more people, has 
the greatest investment, is the biggest producer. They are the greatest tax- 
paying segment, yet, unorganized and unrecognized, they remain the Nation’s 
forgotten people. 

Heavy tax burdens, lack of any kind of support or protection for the right of 
the individual to conduct an enterprise of his own is being stifled and now tending 
toward extinction. 
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Lack of fair-trade prices and cutthroat competition not present in other pro- 
tected areas of our economy aggravate the situation of the small manufacturer 
and merchant. His operations and markets are constantly in a state of distress, 
whereas his fellow man in other fields lives in the green pastures of protection as 
set forth in paragraph No. 1. 

Through foreign aid, we build up thousands of successful small businesses in 
every country in the world outside the Iron Curtain nations. Our small busi- 
nesses, through taxes, supply a good portion of this support. In turn, these 
foreign businesses compete against us and likewise trade with the Communists, 
indirectly helping to build up our adversaries. 

The platform planks of both major political parties at their last national con- 
ventions were explicit and identical in their pledges to the small-business 
economy. To date little or nothing has been accomplished to justify their firm 
promises or good faith. 

Tax relief such as proposed by the Honorable Antoni N. Sadlak, of Connecti- 
cut, a Member of the House, in his tax reform speech before that body, on 
Wednesday, July 31, 1957, seems particularly applicable as a starting point on 
the road to a long and much-needed correction. Favorable reference should also 
be made to House Member the Honorable A. 8S. Herlong, Jr., relative to his 
remarks on income-tax reform in the Congressional Record of August 8, 1957. 

Small business should, in addition, have the benefit of a larger portion of 
Government procurement contracts, more favorable means of financing, faster 
advantages on depreciation and obsolescence, and a guaranteed continuation of 
our right to engage in business as well as the preservation of that right for our 
children and generations to follow. 

We represent the great middle class who have always been the equalizer and 
great stability of this, our United States. Without the perpetuity of this great 
factor, may God bless and have mercy on our people and their established 
institutions. 

It is with sincere and earnest solicitation that the foregoing is offered to you, 
Mr. Chairman, and your committee. 

Respectfully submitted. 

DovusLe T Propvucts Co., 
By EuGENE H. TWaARrowSskKI, Owner. 











APPENDIX 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, D. C., July 21, 1958. 
Hon. Tom STeep, 
Chairman, Subcommittee No. 4, 
Select Committee on Small Business, 
House of Representatives. 

DEAR Mr. CHAIRMAN: During the recent hearings which your subcommittee 
held in Los Angeles, Calif., you requested that the Air Force submit additional 
information on certain points raised during the hearings. The attached informa- 
tion is submitted in response to this request. 

Sincerely yours, 
W. P. FIsHER, 
Major General, USAF, 
Director, Legislative Liaison. 


PROCUREMENT RESPONSIBILITY AND AUTHORITY 


1, The title “Contracting Officer” is the official designation for those persons 
designated to contractually obligate the Air Force. The delegation of authority 
to the contracting officers begins with the Secretary of the Air Force and 
progresses through the various command channels to the contracting officer. 

2. Attached is a copy of the pertinent parts of section I, part 4 of the AFPI 
which deal with (@) procurement responsibility and authority of the commander, 
AMC and (b) designation and authority of contracting officers and their repre- 
sentatives. 

8. The terms “buyers” or “assistant buyers” are not official designations estab- 
lished by any regulation or directive. These terms are commonly used as relat- 
ing to contracting officers, contract specialists, pricing specialists, and other 
personnel engaged in the buying function. 

4. In contracting for weapons systems such as aircraft, missiles, and major 
subsystems, and support therefor, it is common practice to utilize a negotiating 
team. A typical negotiating team comprises of some and possibly all of the 
following depending upon the size and complexity of the procurement action: 

(a) A weapon system project office chief or deputy, or both. (Normally one 
of these individuals would function as team captain. In some instances procure- 
ment contracting officer may function in this capacity. ) 

(b) Pricing specialist (chief price negotiator). 

(c) Assistant pricing specialist. 

(d) Procurement contracting officer. 

(e) Contractual specialist (negotiator). 

(f) Project engineer. 

(g) Administrative contracting officer (field). 

(h) Cost analyst (field). 

(1) Resident auditor (field). 

(j) Analytical statistician. 

(k) Facility capability team. 

The above titles with the exception of (1) weapon system project office chief or 
deputy chief, and (11) the facility capability team, are official civil service titles. 
The duties of these positions and the qualification standards therefor, as estab- 
lished by AMC, are approved by the Civil Service Commission, 
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PROCUREMENT AUTHORITY 
PART 4 PROCUREMENT RESPONSIBILITY AND AUTHORITY 


1-400 Scope of part.——This part deals with (a) procurement responsibility 
and authority of the Commander, AMC, (b) designation and authority of con- 
tracting officers and their representatives, and (c) delegations of procurement 
authority. 

1-401 Responsibility of each procuring activity—(a) The Commander, Air 
Materiel Command, as sole “head of a procuring activity,” is responsible for the 
procurement of supplies and services assigned to the procurement cognizance of 
the Department of the Air Force, except for the supplies and services assigned 
to the procurement cognizance of a jointly-staffed and financed procuring activity 
established under the provisions of ASPR Section IV. This responsibility in- 
cludes the authority to issue appropriate delegations of authority, to impose limi- 
tations upon the authority delegated, and to require such business clearance and 
approval as he may prescribe in procuring activity instructions (Air Force Pro- 
curement Instruction). This responsibility and authority extends over all activ- 
ities of the Air Force, including oversea commands, air attachés, and AF foreign 
missions. 

(b) Except as specifically limited or prohibited herein, by the ASPR, or by 
law, the authorities vested in the heads of procuring activities by the ASPR or 
in the Commander, AMC, by this Instruction may be delegated and redelegated. 

(c) See paragraph 1—454 on designation of contracting officers. 

1-402 General authority of contracting officers.—(a) According to the pro- 
visions of the ASPR and this Instruction, any contracting officer is hereby author- 
ized to enter into contracts on approved forms for supplies and services on behalf 
of the Government and in the name of the United States of America, whether by 
formal advertising or by negotiation. Unless otherwise specifically provided, the 
words “the contracting officer” when used in the ASPR, this Instruction, or in 
any contract, supplemental agreement, or change order, are construed to include 
any contracting officer, acting within the scope of the written orders designat- 
ing him a contracting officer, his duly designated successor, or authorized rep- 
resentative. Purchases will be made only by individuals duly designated as 
contracting officers, except petty cash purchases, which will be made according 
to AFPI 3-604, and emergency purchases of fuel, oil, repairs, etc., which will be 
made according to AFR 67-24 and 67-45 and AFM 77-1. 

(b) The contracting officer has only such powers as are given him by delega- 
tions of authority and the instrument by which he was designated. Acts exceed- 
ing those powers do not bind the Government. By reason of this situation, the 
contracting officer may be personally liable for acts in excess of his authority. 
Basecommanders and others having administrative supervision over contracting 
officers will bear this in mind and will refrain from directing contracting officers 
to take action which might expose the contracting officer to serious consequences, 
The office of the contracting officer should be placed, in the local organization, 
at a level which will protect it from intraorganizational pressure which might 
lead the contracting officer to perform improper acts exposing him to personal 
risk and the Air Force to criticism. 

(c) There have been cases where personnel other than contracting officers 
have issued oral orders to contractors which resulted in the contractors perform- 
ing work not in accord with their contractual obligations and often at added 
expense to the contractors. Commanders will emphasize to personnel under 
their jurisdiction that only contracting officers are authorized to commit the Air 
Force in dealing with contractors. 

(d) Contracting officers must comply with all requirements of applicable laws 
and regulations in exercising their contractual authority. 

(e) Headquarters, depot, or base contracting officers will : 

(1) Receive purchase requests requesting the procurement of all materials, 
supplies, equipment, and services. In connection with the movement of 
household goods and personal effects, a copy of the approved orders which 
serve as the commitment document and the authority for purchase will be 
used as the purchase request. 

(2) Accomplish procurements by formal advertising or negotiation pro- 
cedures,strictly according to Public Law 413 (80th Congress), ASPR, this 
Instruction, and other directives issued by proper authority. 

(3) Administer contracts to completion. 
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(f) The responsibility of contracting officers relative to sales contracts is set 
forth in AFM 67-1, volume XIII, section 9. 

(g) The responsibility of contracting officers relative to Family Housing Proj- 
ects under Title VIII of the National Housing Act is set forth in AFPI Section 
LIII, Part 20. 

(h) Contracting officers will neither act as nor perform the duties of a con- 
tracting officer with respect to any contractual instrument obligating only non- 
appropriated funds. However, contracting officers may act in an advisory capac- 
ity with respect to the aforementioned instruments. In connection with a con- 
struction contract which will be paid for with a combination of appropriated and 
nonappropriated funds, the entire procurement will be accomplished in the same 
manner as an appropriated funds procurement except that prior to award, the 
contracting officer will insure that nonappropriated funds sufficient to cover the 
nonappropriated portion of the procurement have been deposited with the AF 
finance officer who will be designated to make payment under the contract. 

1-403 Requirements to be met before entering into contracts.—See AFPI Sec- 
tions II, III, L, LI, LII, LIII, and LVIII. 

1-404 Speical requirements to be met before entering into negotiated con- 
tracts.—See AFPI Sections I, II, L, LI, LII, LIII, and LVIII. 

1-405 through 1-449 (Reserved) — 

1-450 Secretary.—The Secretary establishes policies for, and directs and 
supervises, the Department’s activities with respect to procurement and related 
matters. The General Counsel, as his legal advisor, is the final authority on all 
legal questions relating thereto. By delegation of authority from the Secretary, 
policies established by him are implemented and other appropriate instructions 
are issued to lower echelous by the Chief of Staff, USAF, through the Deputy 
Chief of Staff, Materiel. 

1-451 Representatives of contracting officers.—(a) The designating authority 
(see par. 1-454) may designate, according to paragraph 1-452, any officer (in- 
cluding warrant officer) or civilian official, or any airman who is classified either 
a Procurement Supervisor (65170) or a Senior Procurement Specialist (65150) 
and whose primary duty is in the contracting office, to act as representative of 
the contracting officer or his duly designated successor. 

(b) A designation so authorized will be made by written instructions refer- 
ring to particular contractual instruments or classes of instruments, and may, 
to the extent not specifically prohibited by the terms of the contractual instru- 
ment involved, empower the representative to take any or all action thereunder 
which could lawfully be taken by the contracting officer. A representative by 
virtue only of his designation as such will not be empowered to execute any con- 
tract or supplemental agreement on behalf of the United States. 

(c) This paragraph will not be interpreted as prohibiting the designation in 
a contract of a Government agency or position (by title but not an individual 
by name) to perform specified functions under the contract. Persons acting 
pursuant to such contractual provisions are not considered representatives of 
the contracting officer within the meaning thereof. 

1-452 Designation of Contracting Officers and Representatives of Contracting 
Officers—To maintain a high degree of efficiency and effect the most economical 
management and organization of local purchase activities, AF policy is to cen- 
tralize the functions of purchasing and contracting in a consolidated activity 
at all AF installations authorized to make local purchases from appropriated 
funds. Paragraph 1-454 sets forth the authority for designating qualified 
military and civilian employees of the Department of the Air Force as contract- 
ing officers and representatives of contracting officers. The authority will be 
exercised according to the procedures below : 

(a) In view of the responsibility accompanying the designation of a contract- 
ing officer and to properly safeguard the interest of the Government, care will 
be exercised in designating contracting officers to insure that only the best 
qualified persons are appointed. Following are some of the general qualifica- 
tions which should be considered : 

(1) Substantial business experience (preferably in purchasing, contract- 
ing, or other allied fields). 

(2) Professional and specialized experience, including work as a lawyer, 
or accountant where, in connection with such work, it was necessary to 
have a knowledge of contractual matters. 

(23) Educational background consistent with duties to be performed. 

(4) Evidence of business acumen and high degree of intelligence 
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(5) Knowledge of the basic policies, procedures, and instructions set 
forth in the ASPR, this Instruction, and procuring activity instructions. 

(6) Character, reputation, and business ethics. 

(b) Where possible and consistent with maintaining the most effective 
overall organization at an installation, no person will be designated as contract- 
ing officer (or representative of a contracting officer) who does not measure up 
to the standard of qualifications set forth in subparagraph (a) above. 

(1) Requests for designation of a contracting officer will be reviewed and 
signed personally by either the chief or deputy chief of the activity requesting 
the designation. Requests for designation of a representative of the contracting 
officer will be initiated by the contracting officer whom the designee is to 
represent and will be reviewed and signed by the chief or deputy chief of the 
activity requesting the designation. Each request will include as attachments 
or as a part of the request the following: 

(A) A résumé, signed by the applicant, of his qualifications. 

(B) A statement by the person signing the request that the qualifications 
contained in the résumé were verified against the applicant’s personnel file. 

(C) A statement by the chief or deputy chief attesting that the designee 
is qualified to represent the Air Force as a contracting officer, if the de- 
signee for contracting officer is already an employee of the requesting 
activity and his qualifications are known to the chief or deputy chief. In 
the case of a designation of a representative of the contracting officer 
initiated by a contracting officer, the statement prescribed by the preceding 
sentence will be made by the contracting oflicer provided the same condi- 
tions exist. When the foregoing two sentences are not applicable, a sum- 
mary of the impressions obtained from an interview with the designee 
together with a statement attesting that the individual recommended for 
designation has the required qualifications to represent the Air Force as 
contracting officer or representative of the contracting officer, whichever is 
applicable. The summary of the interview will be drafted by the inter- 
viewer. In the case of a request for designation of contracting officer, the 
interview will be conducted by the chief or deputy chief of the activity 
signing the request ; and the attestation will be made by the chief or deputy 
chief. In the case of a request for designation of a representative of the 
contracting officer, the interview will be conducted preferably by the con- 
tracting officer whom the designee is going to represent; and the attestation 
will be made by the contracting officer. However, if it is impractical for 
the contracting officer to conduct the interview and it is convenient for the 
chief or deputy chief of the approving activity to do so instead, it will be 
performed by either of them; and the attestation will be made by the chief 
or deputy chief. If the designee is at a location some distance away from 
either the contracting officer or chief or deputy chief making it impractical 
and uneconomical to conduct an interview, the requirement may be waived. 
A statement will be made explaining the exact circumstances which made 
conducting an interview unfeasible; however, the attestation must still be 
made. 

(D) Evidence of the approval of the installation commander having juris- 
diction over the individual to be designated when designation as a repre- 
sentative of the contracting officer is proposed for an individual who is not 
under the jurisdiction of the designating authority (see par. 1-454(c) ). 

(2) Requests for designation will be sent through channels to the appropriate 
designating authority (see par. 1-454). 

3) The designating authority may rely on the statements of qualification 
furnished under subparagraph (1) above. The designating authority will attach 
the original, signed copy of the request for designation, and any attachments 
thereto, to a copy of the designation for filing according to subparagraph (e) 
below. 

(ce) Contracting officers and representatives of contracting officers will nor- 
mally be expected to confine their activities to functions for which the organiza- 
tion to which they are assigned has responsibility. Limitations as to particular 
functions should be included in designations if it is desired that limited authority 
be delegated, for example, “authority to open bids.”” Where authority is given by 
a designation without limitations, instructions may also be issued (separate 
from the designating document) restricting the contracting officer or his repre- 
sentative, in his work, to a specific area of operations. Such restrictions are 
administrative only and do not limit the legal power of the contracting officer to 
act as between himself and a contractor. 

(d) The designation of any contracting officer (or representative of a con- 
tracting officer) may be terminated at will by the official who originally made the 
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designation, or any higher authority, or any successor to either, but no such 
termination will operate retroactively. Upon a contracting officer’ s (or repre- 
sentative of a contracting officer) designation of permanent transfer to an activ- 
ity not under the jurisdiction of the designating authority, the activity to which 
he was formerly assigned will immediately request the designating authority to 
terminate the designation. The request will contain the date that termination 
is to become effective and will be forwarded through channels to the appropriate 
designating authority. Change of status (from civilian to military or vice 
versa) does not require termination of the designation, provided it does not 
involve change of assignment or physical relocation and that all records are 
marked to indicate such change. 

(e) The designation of contracting officers will be made in writing on AFPI 
Form 77, “Certificate of Appointment of Air Force Contracting Officer.” The 
designation of representatives of contracting officers and the termination of 
contracting officers or representatives of contracting officers will be in writing 
and may be accomplished by letter, letter orders, or special orders. 

(f) Letters transmitting the AFPI Form 77, or letters designating representa- 
tive of contracting officers, or the termination of contracting officers, or represen- 
tatives of contracting officers will be prepared by typewriter, as required, on the 
official letterhead of the activity headed by the designating authority, and will be 
addressed to the person being designated or terminated (as the case may be), 
through the office to which the person is assigned. Copies of designations and 
terminations may be reproduced as required. A signed statement of receipt will 
be obtained from the individual concerned on all designations, and wherever 
possible on all terminations. This receipt will be filed together with copies of 
the designation or termination notice, the request for designation and any attach- 
ments (see subpar. (b)(1)) upon which the designation was based. 


(g) All terminations of designations of contracting officers will be in the 
following form: 


~ (Serial number) 


Pursuant to the authority vested in the undersigned by AF PI-454, the designa- 
tion of 


(Name) _ (Military or civilian grade) ; (Arm or service) 
init iia! , as AF Contracting Officer contained in Designation Serial No. 
(Service number if any) 


LO NE ( GRted ...<nnn.ccccncciccmnsy 1 OS Cee 


. (Terminating authority) 
(h) vA ‘neetiniiteen of representatives of contracting officers will be in the 
following form: 


~~ (Serial number) 
Pursuant to the authority vested in the undersigned by AFPI 1-454, 


(Name) (Military or civilian grade) (Arm or service) 


ss ps dhe ce ac is hereby designated representative of AF aa Officer 
(Service number if any) 


, 
(Name) (Military or civilian grade) (Arm or service). 
Oa a aa , or of his duly designated successor, for 
(Service number if any) (Designation serial number) 
the following purposes : 


(Date) (Designated authority) 
(i) All terminations of designation of representatives of contracting officers 
will be in the following form: 


~~ (Serial number) 
Pursuant to the authority vested in the undersigned by AFP! 1-454, the desig- 
WORT IN TIE, osicacs- continence 


(Name) (Military or civilian grade) ” (Arm or service) 
____, as a representative of AF Contracting Officer __._____.-____-__ 
(Se rvice number if any) (Name) 
ea. a Poemeeeneen "(Arm or service) ~~~ ~~~ (Service number, if. 
any) 
Pe re er PA oe RT » CORBRIIOG BD a ecicncthbocetigtiicdccd ia 
"(Desis gnation serial number) (Designation serial number) 
dated _.._____..___, is hereby terminated. 
(Date) 
rae (Date) "(Terminating authority) — 
29444—59 14 
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(j) Each designating authority will serially number designations of con- 
tracting officers and representatives of contracting officers made by him. To 
maintain uniformity, numbering will be shown by the following examples. 

(1) By the Commander, ALAC-55-1, 2, 3, etc. 

(2) By the commander of an air materiel area: MOAMA-54-1, 2, 3, ete. 

This code is that of the designating authority, the “54” indicates the fiscal 
year, and the last number indicates the serial number of the designation made 
during that fiseal year. 

(k) Notices of termination will be numbered in the same manner as designa- 
tions except that a separate series of numbers will be used, with the letter “T” 
inserted between the fiscal year and the serial number, e. g., ATC-54-T-1, -2, -3, 

(1) Each designating authority will promptly distribute copies of instru- 
ments of designation and termination as follows: 

(1) Designation of contracting officers. 

(A) Original to the individual designated. 

(B) One true copy to the individual designated (to be furnished by 
that individual to the finance officer if requested by the latter). 

(C) In the case of AMC military personnel only, one true copy to the 
activity having custody of the officer’s field personnel records. 

(D) In the case of designations pertaining to an administrative con- 
tracting officer within AMC, one true copy to the Commander, AMC, 
attn : MCPPCC. 

(2) Termination of contracting officer. Distribution as provided in subpara- 
graph (1) above, except subparagraph (1) (B). The finance officer will be 
sent a copy of each termination letter so he can cancel out the DD Form 577, 
“Signature Card,” on file in his office for the individual concerned. AF local 
purchase activities will send a copy of the notice of termination to the Com- 
mander, AMC, attn; MCPPPL, by letter of transmittal showing: (i) identity of 
the base at which the terminated contracting officer was stationed, (ii) detailed 
reasons for termination, and (iii) organization to which the contracting officer 
was transferred, if any. 

(3) Designation of representatives. 

(A) Original to the individual designated. 
(B) One true copy to the contracting officer whom the representative 
serves. 

(4) Termination of representatives. Distribution as provided in subparagraph 
(3) above. 

1-452.1 Assignment of Additional Duties.—Contracting officers will not be 
assigned additional duties which would interfere with the effective discharge of 
their procurement duties. 

> * ¥ * * * * 


PERCENTAGE OF DOLLARS TO SMALL BusINeEss IN BALLISTIC MISSILES 


The statistics reflected on the attached chart represent total dollars invoiced 
by each of the participating prime contractors by onsite and offsite effort to 
both large and small business concerns. It will be noted that the average per- 
centage of dollars distributed to small business reflects 24.7 percent. This per- 
centage figure is contrary to the 21-percent figure as quoted by Colonel Ellis 
during the hearings. The difference in these percentage figures is justifiable in 
that at the time the 21 percent-figure was computed complete statistics on the 
14 major primes participating in the program were not available to BMO. How. 
ever, since the hearing dates, subsequent figures were received, and as reflected 
on the inclosure, a more refined analysis of the problem was computed. It must 
be realized that these statistics come directly from the primes and were re- 
quested on a one-time reporting basis, primarily to support the referenced hear. 
ings. This type of reporting is not mandatory from a contract ual standpoint on 
the part of the primes and/or through other Department of Defense reporting 
systems. 
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| | 
| On-site production | Off-site production 98 Off-site production 
| Total | to large business to small business 
dollar | + oe so" tS eee 
invoice | | 
Contractor to Percent of} Percent of} Dollars |Percent of} Dollars 
Dec. 31, total | Dollars | produc- | paid to | produc- | paid to 
1957 | produc- | retained | tion to | large tion to small 
| | tion on | on site large | business| small | business 
site | | business af business 
a 
| Millions | Millions Millions | Millions 
Martin, Denver-. . $128. 3 47.0 $60. 3 26. 0 $33. 4 | 27.0 | $34. 6 
Douglas Aircraft, Santa 
Monica. __. i | 76,4 53.2 40.7 2.2} 17.7|. 2&6 18.0 
Convair Astronautics. ____- 287.0 46.0 132.0 | 17.0 48.8| 37.0 | 106. 2 
AVCO, Lawrence, Mass ; 53.0 58.0 30. 8 | 18.0 9.5 | 24.0 12.7 
General Electric, Philadel pbia- | 
Pa 96.0 60. 0 57.6 17.5 | 16.8 | 22. 5 21.6 
North America Rocketdyne 226. 0 67.0 151.4 13.0 | 29. 4 | 20. 0 45.2 
Aerojet, Sacramento-.__._._- | 168.0 | 20.0 33.6 | 42.0 70. 6 | 38. 0 63.8 
Aerojet, Azusa. _- ns 7.4 62.4 4.6 10.3 .8 | 27.3 2.0 
Sundstrand, Tacoma_.... 14.0 | 26.0 3.6 | 12.0 1.7 | 62. 0 8.7 
Bell Telephone Laboratory, | 
Whippany, N. J 299. 0 84.9 253. 9 5.3 15.8 9.8 29.3 
Arma, Garden City, N. Y 43.7 68.0 20.7 | 18.0 7.9 14.0 6.1 
AC Spark Plug, Milwaukee___. 33. 5 57.0 19.1 | 26.0 8.7 17.0 | 5.7 
General Electric, Syracuse 
a 91.8 $1.0 74.3 | 9.0 8.3 | 10.0 9,2 
Burroughs, Detroit____. 24.4 70.0 | 17.0 | 16, 0 4.0 | 14.0 3.4 
Total dollar invoice 1, 548. 5 ‘ é : osele ee 
Distribution of total dollars. -._|__- rp : 908. 5 |_- Gi Te 4itis- tu nl 366, 5 
Average percent on site —_— “9 57.2 subeceqedbten nos [nee gion einen hl ene a dias Lneddbeernd 
Average percent off site. ___....|-- a iisih a“ wen! OD foscungasan TE.t Tccasscnnt 





TERMINATION CLAIMS 


1. The statistical report prepared by the Air Materiel Command Comptroller 
showing the status of terminations as of June 30, 1958, has not been completed. 
The statistical information furnished below reflects the status of terminations 
on April 30, 1958. 

(a) The total number of termination cases which were pending was 705. 

(bv) The cost price of the items terminated (CPIT) of those 705 eases was 
$1,427,384,958. 

(c) The number of claims which had been submitted on those 705 cases was 
200. 

(d) The dollar amount of the 200 claims submitted was $192,505,391. 

(e) Of this total amount, $27,022,554 represented claims by subcontractors. 

(f) The number of subcontractors’ claims included in the 200 cases was 6,580. 

(g) The aging of the 705 cases was as follows: 0 to 6 months, 542; 7 to 12 
months, 108; over 1 year old, 30. 

It will be noted that the above figures total 680; the other 25 cases represent ter- 
minations which have been placed in an inactive status (because of suspension 
for suspicion of fraud, appeals to the Armed Services Board of Contract Appeals 
from findings and determinations rendered by the contracting officer, etc.). 

2. During the hearings the committee stated that it understood that certain 
requirements are placed on small-business subcontractors before contract ter- 
mination claims can be paid. The same requirements that apply to prime con- 
tractors apply to subcontractors. No discriminations are made between the two. 
As a matter of fact, recognizing the integral and vital position of subcontractors 
in Government procurement, it has been constant and consistent Air Force policy 
to endeavor to assure that subcontractors are handled as fairly and as expedi- 
tiously as the Government handles the prime contractor’s termination claim. 
In furtherance of this policy the Air Force generally will not make final settle- 
ment with the prime contractor where there are any matters to be excluded, in- 
cluding outstanding subcontractor claims. 

3. At least 75 percent of termination cases are settled within a period of 1 
to 6 months. 

4. The Department of the Air Force has a procedure (AFPI 8-518.13) for 
assuming subcontractor termination claims for direct settlement. The Air Force 
does not encourage assuming subcontractor claims due to the excessive workload 
which would be generated. The number of subcontractors can vary from one 
to several hundred under one terminated prime contractor’s claim and if the 
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Government were to have a liberal policy of assumption it would be a physical 
impossibility to handle the cases promptly and expeditiously. The Air Force 
endeavors to see that the prime contractor completes action under the termination 
clause of the contract which places the legal responsibility upon him for settling 
his subcontractor termination claims. 

5. There are many ways in which the Air Force tries to assure that the sub- 
contractor claims are handled fairly and promptly. In addition to the policy 
that no exclusions be made in a settlement with a prime contractor thus assur- 
ing that all of the subcontractor claims have been settled, the Air Force does the 
following: 

(a) If it appears that a prime contractor is not settling his subcontractor 
claims promptly, the Air Force will decline to make partial payments to that 
prime contractor until he has shown that he is taking affirmative measures to 
settle his subcontracts. 

(b) The making of partial payments to subcontractors, particularly small 
contractors, is encouraged. 

(c) If the the subcontractor’s termination claim involves a sizable amount the 
Air Force will participate in negotiating the settlement in order to expedite the 
final closing of the matter. 

(d) A short form settlement proposal for cases involving a termination claim 
of a thousand dollars or less is used to minimize the paper work involved in 
settling such claims. 


In addition to the above actions to assure fair and expeditious handling of sub- 
eontractor claims, the staff officers on official visits to the air materiel areas, 
procurement districts, and plant representative offices endeavor to review the 
handling of subcontractor matters by prime contractors and Air Force plant 
representative offices and to take corrective action where necessary. The im- 
portance of. handling subcontractors’ problems quickly and fairly is also stressed 
at training conferences. 





Selected statistics on size of subcontracts 
Bell Aircraft: 


I iscsi seit es ign eens da enoestoren aosepn bhai emaannen emewninettieh $38, 582, 805 

Purchase orders and change orders........_----......-.~.... 3, 792 

Average per purchase order (approximately) ~----.----------- 1, 000 
Convair (San Diego) : 

adic Renin apo cennuibin toy-donmmnnenienne 150, 756, 784 

Purchase orders and change orders__-..-----.----------~---- 121, 330 

Average per purchase order (approximately) —.--.----------- 1, 250 
Boeing (Seattle) : 

I Acie a cis a tecinetepainenintte teas qupmeeniomnciemetngione 499, 608, 109 

Purchase orders and change orders___------------.---------~- 324, 128 

Average per purchase order (approximately) ~--.------------ 1, 500 
Hughes (Culver City and Tucson) : 

I a acrecintcne er miindberensetheris dommincieneepuieeiitinas 210, 130, 214 

Purchases orders and change orders__-..-..~--------------- 191, 064 

Average per purchase order (approximately) ~--------------- 1, 100 


Careful use should be made of an average per purchase order figure. The com- 
panies have different methods for using petty cash for the purchase of small 
items. Some companies issue a separate purchase document for each project 
and/or block of work. The requirements of some accounting methods plus the 
great number of small purchases that must be covered by a contractual document 
results in a low average per purchase order. 





Résumé or AWARD ON IFB 34-601-58-710, Hq OCAMA, TINKER AIR FORCE 
Base, OKLAHOMA 


The abstract of bids at Tinker Air Force’ Base shows 21 firms submitted bids 
ranging from a high bid of approximately $120 per item to the low bid of $8 per 
item. No award was made to the low bidder, Reed Manufacturing Co., Miami, 
Fla., because its bid was deemed not to be responsive to the invitation in that 
Reed lacked physical capabilities to perform. 
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The award was made to the Pan American Carburetor Co., a small business 
firm of Miami, Fla., by Contract 34(601)5149, which company was the next low 
bidder on its bid of approximately $9 per item. Pan American has had several 
Air Force overhaul contracts which were awarded on a competitive bid basis. 
Its performance record is reported to be good and its deliveries have been on 
schedule. The items involved and the work done previously is similar to the 
overhaul requirements of the bid under review. 

The chief of maintenance at Tinker Air Force Base conducted a plant survey 
in conjunction with a production specialist of the Atlanta Air Patrol Department 
before the award was made to the Pan American Carburetor Co. on this bid. On 
a previous bid, a facility capability report had been made and the resurvey of 
the plant referred to above was made for the purpose of verifying previous capa- 
bility reports. Pan American has no Government-owned facilities and none will 
be provided in connection with the award on this IFB. 


SPECIFIC EXAMPLES OF ASSISTANCE RENDERED TO SUBCONTRACTORS IN SETTLING 
TERMINATION CLAIMS 


1. The following examples were submitted by the Chief, Settlement Staff 
Branch, Readjustment Staff Division, Headquarters, Air Materiel Command, 
Dayton, Ohio. 

(a) On June 19, 1958, Lieutenant Colonel Richbourgh was notified by Maj. M. 
A. Wilcox of MCGL that Mr. Millhoff from Ross Pattern & Foundry Develop- 
ment Company of Ohio had complained to Congressman McCulloch that he was 
unable to obtain forms on which to file a claim with Thompson Products Co., of 
Ohio, who terminated contract. Mr. Rubin of Dayton APD was contacted and 
forms mailed same date, in addition to a visit to the plant on June 27, 1958, to 
assist this sub in the preparation of the claim. 

(b) On February 26, 1957, U. S. Propellers, Inc., Pasadena, Calif., wrote Mr. 
John Marschalk of the Strategic Industries Association that it was experiencing 
difficulty in receiving final payment on its termination claims submitted to Good- 
year Aircraft. Mr. Marschalk informed the Readjustment Staff Division of this 
matter on or about March 14, 1957. Immediate action was initiated by this Di- 
vision to contact both the Air Force office at Republic and the termination de- 
partment at Goodyear Aircraft. This action resulted in a substantial payment 
to U. S. Propellers in April 1957 and final payment in October 1957. By letter to 
this Division dated July 22, 1957, Mr. Marschalk expressed his appreciation for 
the assistance rendered in this matter. 

(c) In January 1957, the Normont Co., East Norwalk, Conn., a third tier sub- 
contractor on an Air Force contract asked our assistance in clearing up a matter 
of nonpayment by Shelton Metal Products Co., Derby, Conn., of Normont’s ter- 
mination claim for $1,161.90. Readjustment Staff Division, Headquarters, Air 
Materiel Command, initiated an examination into the matter. Our review re- 
vealed that Normont’s claim had been settled for the sum of $1,161.89. The 
settlement had been approved in turn by American Tube Bending, first tier sub- 
contractor, the Ford Motor Co., prime contractor, and payment of said amount to 
Normont had been authorized. The facts further revealed that the sum of 
$1,161.89 was paid to American Tube Bending who in turn paid Shelton Metal 
Products Co., but Shelton issued a check to Normont for only $830.50 with the 
balance being withheld. It was the contention of Shelton Metal Products Co. 
that the amount withheld, $331.30, is not due Normont because of previous pay- 
ments as well as adjustments involving other transactions between the two firms 
which are not connected with termination. The Normont Co., however, insists 
that it should receive the additional amount of $331.30, representing the unreim- 
bursed portion of its termination claim. Readjustment Staff Division. Head- 
quarters, Air Materiel Command, advised the Normont Co., as follows. The dis- 
pute between Normont and Shelton involves a number of commercial transactions 
between the two firms as well as the termination claim in question. The Air 
Force cannot assume the role of arbitrator to determine the merits of this dispute. 
If the two firms are unable to sit down and resolve their differences in an 
amicable manner there is available to the injured party recourse to the courts. 
The Air Force does not propose to take any further action in this matter. 

(ad) In a letter of October 1957 the Indiana Gear Works, Inc., Indianapolis, 
Ind., a subcontractor to General Electric Co., Cincinnati, Ohio, under an Air 
Foree contract asked for Government assistance in obtaining a partial payment 
in the amount of $11,855 which had been requested of General Electric Co. The 
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amount of subcontractor’s claim was $17,465.66. The amount of the partial 
payment request in June 1957 originally was $14,225.79. In September 1957 the 
amount of the partial payment application was reduced to $11,855 and on 
May 1, 1958, it was reduced to $10,000. An examination into the matter was 
initiated and the following information was received. General Electric Co. 
represented that in order to expedite final settlement of subcontractor claims it 
was their policy not to make partial payments until a claim had been received 
and audited and until inventory had been disposed of. On November 1, 1957, 
we advised the Oklahoma City AMA to restate to the AFPR, General Electric 
Co., Cincinnati, Ohio, the Air Force policy on partial payments which were previ- 
ously set forth in a January 4, 1956, letter from this headquarters, in essence as 
follows: Paragraph 8—522, section VIII, ASPR provides for and establishes the 
conditions under which partial payments may be made to prime contractors and 
subcontractors. It is recognized that under certain special circumstances par- 
tial payments should be delayed or even refused. It is the policy of this head- 
quarters, however, to encourage the making of partial payments when war- 
ranted. Termination contracting officers should be instructed to make periodic 
spot checks to insure that prime contractors are not arbitrarily refusing to 
make partial payments to subcontractors and are not unduly delaying the mak- 
ing of partial payments to subcontractors. It is requested that all termination 
contracting officers and all administrative contracting officers who may handle 
terminations be notified in writing of the contents of this letter. Payment of 
the claim was made May 7, 1958. 

(e) This headquarters received a copy of a letter from the termination con- 
tracting officer, South Bend Air Procurement Office, which had been sent on 
March 17, 1958, to the AFPR, General Electric Co., Cincinnati, Ohio, requesting 
action on partial payment request of Bendix Products Division, South Bend, 
Ind., a subcontractor to General Electric Co. under an Air Force contract. The 
aforementioned letter referred to a partial payment application in the amount 
of $102,021.48 submitted April 11, 1957, to General Electric Co. by Bendix Prod- 
ucts Division, supported by four termination claims totaling $159,265.71. Gen- 
eral Electric Co. indicated a partial payment was not warranted due to reasons 
in essence as follows: 

(1) The Air Force auditor recommended only $38,028.71 of costs for ac- 
ceptance. Costs aggregating $73,537.67 related to time and material pur- 
chase orders which were placed with lower-tier subcontractors without 
ACO or prime contractor approval. 

(2) Bendix had refused to tender title to “tooling” with a claimed value 
of $20,264.12. This amount was part of the $38,028.71 recommended by 
the Air Force auditor for acceptance. 

Headquarters Air Materiel Command urged expeditious negotiations to re- 
solve the problems and cited the Air Force policy set forth in the aforemen- 
tioned January 4, 1956, letter from this headquarters. The parties held a con- 
ference at the offices of Bendix Products division on April 15, 1958, at which 
time negotiations to resolve the several problems began. A partial payment in 
the sum of $88,976.89 was approved on June 19, 1958. 

(f) Heinz Muller Engineering Co., Chicago, Ill., a subcontractor on an Air 
Force contract with Aurex Corp., Chicago, requested this headquarters on March 
28, 1957, to assist in obtaining payment of its termination claim amounting to 
$932.50. This headquarters inquired into the matter by communicating by tele- 
phone with Aurex Corp. who advised that their check in the amount of $932.50 
in settlement of the subcontractor’s claim was being sent via mail on April 2, 
1957. The subcontractor was so notified by our office. 

(g) On December 17, 1956, Providence Dyeing, Bleaching Co., sub to General 
Tire Co. requested this office to assist them in collecting payment of $940 due 
them on its termination claim. This office immediately contacted General Tire 
Co. and we were informed payment in the full amount was made on January 
4, 1957, by the General Tire Co. 

2. During the past several years a number of subcontractors have called at 
this division to discuss termination matters. During these discussions the subs 
have commented on their difficulties to obtain partial payments or timely settle- 
ments. However, in each instance these subs have also refused to make formal 
complaints because of the possible adverse effects on their relationships with 
their customers. Consequently we have been unable to take corrective action 
to assist these subs in most situations. However, recognizing that this was an 
acute problem area a conference was called on May 7 and 8, 1957, by this divi- 
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sion with all AMA readjustment monitors in attendance. The conference was 
devoted almost entirely to “timely settlement of subcontractor claims and what 
can the TCO’s do to expedite the handling of subs claims.” In addition, policy 
letters were issued by this Division instructing all TCO’s to insure that prime 
eontractors were not indiscriminately withholding partial payments from subs. 
This division was instrumental in adopting and implementing the use of the 
short form DD 831 in order to assist small subs and primes. In conducting 
staff surveillance visits we have learned the TCO’s in the field are also aware 
of this problem, and for the reasons mentioned above specific cases where abuses 
exist seldom come to their attention in order that action may be taken. 





AIR MATERIEL COMMAND, UNITED STATES AIR FORCE, 


BA.tuiistiIc Missites OrFice, 
Inglewood, Calif., July 3, 1958. 
Hon, Tom STEED, 


Congressman, House of Representatives, 
Washington, D.C. 


Dear Siz: Reference is made to hearings held in Los Angeles, Calif., on June 
27 and 28, 1958, on the problems of small business in the aircraft industry dur- 
ing which time I appeared as a witness for the Air Force representing the 
Ballistic Missiles Office of Air Materiel Command. Further reference is made 
to questioning by Hon. James Roosevelt regarding whether or not prime con- 
tractors in the ballistic missile program are building ground support trailers in 
lieu of subcontracting or purchasing same from established trailer manufacturers. 
In the absence of detailed information during the above referenced hearings, 
and pursuant to Mr. Roosevelt's request and your concurrence for information 
regarding this matter, the following is submitted : 

(a) Ground support equipment requirements include two primary types of sup- 
porting trailers. The first type is dual wheeled, enclosed panel trailers re- 
quired to house consoles and checkout panels for missile instrumentation and as- 
sociated supporting equipment. This type trailer is required in all ballistic 
missile programs. The trailers are purchased by ballistic missile prime con- 
tractors from standard, commercial trailer manufacturers who deliver the trail- 
ers to the prime contractors with necessary interior paneling and insulation as 
specified by the prime contractor. The prime contractor then installs checkout 
panels, consoles, and other instrumentation as required by Air Force specifica- 
tions, completely checks out the trailer, and delivers the equipment to the Air 
Force. Due to the integration function performed by the prime contractor, the 
installation of this equipment is most efficiently performed by the prime con- 
tractor. 

(b) The second type of mobile equipment which may be considered trailers 
is specialized equipment providing capability for nitrogen storage and transfer, 
LOX storage and transfer, and fuel storage, filtering and dewatering equip- 
ment. This type equipment is applicable only to the Thor program. Essentially, 
this equipment is trailerized only to the degree required to move the operating 
equipment to the launch site where the running gear is detached from the equip- 
ment and the equipment placed on concrete foundations in the launch area. This 
mobile equipment is being produced by the ballistic missile prime contractor; 
however, component parts such as running gears, axles, wheels, et cetera, are 
being purchased from outside sources specializing in this type of equipment. The 
Ballistic Missiles Office has investigated the necessity of the prime contractors 
producing this mobile equipment inhouse rather than totally subcontracting the 
items. Due to the early deployment schedule for the Thor program, and the 
almost continuous flow of engineering changes into equipment design from the 
flight test program and other technical sources, it would be nearly impossible for 
the prime contractor to fully design and provide blueprints and specifications to 
a subcontractor, obtain delivery, and still meet program delivery requirements. 

(c) In the Thor program Fruehauf, trailer manufacturers, Los Angeles, and 
Food Machinery of San Jose, Calif., manufactured trailers as defined in para- 
graph («) above. Hadco Engineering of Los Angeles, Calif., also fabricates run- 
ning gear type equipment as defined in paragraph (0b). These companies are 
only a few of those participating in the overall ballistic missile program. As re- 
search and development is completed and the design for the equipment as ex- 
plained above becomes fixed, every effort will be made to procure trailers of 
these types through the advertised bid system. Generally speaking, this type of 
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procurement will result as the overall weapons systems progress to a point of 
normal production and executive responsibility for their production is assigned to 
ao and the individual programs are reassigned to the respective air materiel 

It is hoped that the above information provides the data desired by your 
committee. It was a pleasure meeting with you gentlemen and discussing various 
ramifications of small-business participation in the Nation’s defense program 
specifically, in the ballistic-missile field. In the event further information is 


desired, it will be my pleasure to furnish same to your committee upon your re- 
quest. : 


Sincerely, 
em SHERMAN E. EL Is, 
Colonel, United States Air Force, Chief, Production Staff Division Deputy 
Director, Ballistic Missiles Directorate, Procurement and Production. 


Cost OF RECRUITING ENGINEERS 


LOCKHEED AIRCRAFT CorpP., 
Burbank, Calif., July 23, 1958. 
Hon. Tom Steep, 
Member of Congress, 
House Office Building, Washington, D.C. 

DEAR Mr. STEED: During the hearings of your House Subcommittee on Small 
Business in Los Angeles last month, you asked me a number of questions about 
the cost of recruiting engineers and scientists for high-level positions in aircraft 
and missile work. I have obtained specific information from Lockheed’s three 
principal divisions that I think will be interesting and helpful. 

I am presenting a breakdown of our average costs connected with hiring such 
specialists. These are shown by division and indicate the difference between 
those hired in the immediate vicinity of our plants and those hired from more 
distant locations. Unfortunately, our missile division costs are not separated 
according to these areas, but we would estimate that they are comparable to 
the costs of the other two divisions. 


Lockheed Aircraft Corp. direct employment costs to hire salaried specialists, 
July 1958 





In area Out of area 

— sates —— ‘ reer 

Missile California | Georgia California | Georgia 

division, division division division | division 

California } 

Advertising a or $302. 81 $291 $304. 81 $524 | $439. 65 
Agency fees........-..- ; bibatas dacs ee 2.91 | 39 12. 20 78 130. 71 
I a taal 16. 43 |_. Shee ated as = 
Travel and moving-_.....---- ibe 238. 52 | 395 426. 40 783 615 
Engineering recruiter...........-.-------- 33. 13 50 33. 18 100 47.85 
Employment recruiter-_-..........---.------ 27. 66 | 51 40. 24 101 58. 04 
IN, CORE TD, enkinice ome edenlh 621. 46 826 816. 83 1, 586 1, 291. 25 


We find these costs vary greatly with each individual depending upon his 
position and whether he is living close to or far away from the plants at the 
time of hire. Hence, any figures on this matter must represent an average cost 
over a given period of time. And as I indicated in my testimony at your hearings 
here, in certain individual cases the cost of hiring a high-level scientist within 
the United States can run up to $3,000 or more. Further, in individual cases 
the employment costs for scientists hired in Europe can approximate $5,000. 

You will note that the costs listed cover only direct expense attributable to 
hiring. They do not include the substantial costs incurred as the new employee 
reports for work—orientation meetings and literature, physical examination, 
security check, job indoctrination, etc. 

You also asked for our views on the need for sponsorship of vocational train- 
ing in connection with your studies of the Federal scholarship plan. I must 
admit to some conflict in our thinking on this subject. 
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We would oppose in principle any general extension of Federal financial aid 
to education or any attempts to regulate or specify the types of education offered 
by State or local schools and colleges. However, we recognize that particularly 
today there is a need for greater emphasis on both scientific and vocational train- 
ing, and we are sure there must be many ways in which the Federal Government 
can encourage and stimulate the local school systems to provide improved instruc- 
tion and facilities in these areas. 

The technology and industrial practices in the aircraft-missile-electronics field 
have been advancing so quickly that the industry has been required to provide its 
own on-the-job and supplementary training for upgrading the skills of its per- 
sonnel. We feel that vocational training programs offered by various schools 
must be reviewed frequently in order to ensure that the instruction keeps pace 
with the rapid advances made by the industry. There are instances wherein the 
trade schools do not offer courses of instruction required by the industry or 
where the instruction might not provide the latest material. It is, then, incum- 
bent upon industry to “bridge the gap.” 

During 1955, for example, companies that are members of the Aircraft Indus- 
tries Association conducted some 1,500 courses in critical skills—courses taken 
by some 200,000 employees and representing 6,400,000 man-hours of training. 
I feel sure our industry accepts its responsibility to continue providing vocational 
training of this sort. 

I hope my information reaches you in time to be of assistance. And I wish 
to thank you once again for offering me the opportunity to appear before your 
committee. I hope your inquiries will lead to a better appreciation of the role 
of the small-business man in our economy and to specific ways in which he can 
be encouraged. 

Sincerely yours, 
Rosert FE. Gross, 
Chairman of the Board. 


OrricE MEMORANDUM, UNITED STATES GOVERNMENT, 
Aveust 8, 1958. 
To: Katherine C. Blackburn, clerk. 
From: Acting General Counsel. 
Subject : Report of proceedings. 


Reference is made to your informal request concerning the correctness of 
certain statements contained in the report of proceedings of the hearing held 
before Subcommittee No. 4 on Aircraft Industry of the Select Committee to 
Conduct a Study and Investigation of the Problem of Smail Business. 

We note that on page 55 and 56 of the report, Mr. Les Jones, president of the 
Les Jones Training Aids, Inc., indicated that Government procurement personnel 
action adversely affects small businesses by eliminating “progress payment” 
clauses from the invitation for bids. He stated that: 

“This decision originates in the Comptroller General’s office in Washington and 
his concern for small business is questionable. His power as you know, is 
tremendous. He has the power to make or break any small business struggling 
to qualify financially for government contracts. Since progress and advance 
payments are unquestioned for large business, we want the same consideration.” 

It is the province of the Comptroller General in settling accounts and deter- 
mining the availability of appropriations to see that contracts involving the 
expenditures of public funds be legally made. It is not, however, within the 
province of the Comptroller General to dictate the terms of the contracts entered 
into by the executive departments and establishmens of the Government. Rather, 
it is the duty and responsibility of the administrative officers of the Government 
to determine their needs and to draft proper specifications setting forth those 
needs. This being true, the determination as to whether a “progress payment” 
clause is to be included in a contract is a matter solely for determination by the 
contracting administrative agency. The responsibility of the Comptroller Gen- 
eral in such cases is limited to determining that the inclusion of such a clause 
is in accordance with the applicable laws and regulations. That determination 
is made impartially whether a small or large business concern is involved. See, 
in that connection, letter dated October 22, 1957 (copy enclosed). 

Beginning on page 73 through 75 of the hearings, Mr. Jones states, in effect, 
that the Comptroller General has control over the financial responsibility of any 
contractor; that he gets into the picture during the period of award between 
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the close of the bid and the actual date of the award; and that he has the power 
to interpret the ability of the factory to produce financially. These statements 
are erroneous. The Comptroller General does not dictate contract terms nor 
does he make a determination of the financial responsibility of bidders on Gov- 
ernment contracts, The execution of contracts is the sole responsibility of the 
contracting agency concerned. As stated abuve, the Comptroller General is con- 
cerned with the question as to whether the administrative contracting agencies 
in entering into contracts have observed the applicable laws and regulations 
governing the procurement of supplies and services for the United States. Re- 
garding the responsibility of a bidder, including his capacity and credit, the 
Comptroller General has held consistently that a determination in that regard 
is a matter for the contracting agency, and such determinations are not review- 
able by our Office in the absence of convincing evidence of fraud, collusion, bad 
faith, or lack of proper factual basis (37 Comp. Gen. 703). 

It may be pointed out that the Small Business Act of 1953, as amended (15 
U. S. C. 641-642), authorizes the Small Business Administration to certify the 
competence of any small-business concern as to capacity and credit and the 


procurement officers of the Government are required to accept such certifica- 
tion as conclusive. 


Enclosure. 


J. E. WetcnH, 
Acting General Counsel. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., October 22, 1957. 
The honorable the SecRETARY OF DEFENSE. 

DEAR Mr. SECRETARY: Reference is made to letter dated October 1, 1957, from 
the Assistant Secretary of Defense (Comptroller), requesting our decision 
whether Department of Defense Directive 7800.5, dated August 10, 1957, is 
legally objectionable as applied to formally advertised procurements. 

The directive deals with the maximum progress payments which normally 
may be made to Defense Department contractors. Such payments theretofore 
had been limited to 75 percent of total costs or 90 percent of direct labor and 
material costs. Directive 7800.5 reduces these percentages to 70 and 85 respec- 
tively, except for contracts with small business concerns as to which the greater 
percentages continue to apply. The letter of October 1, 1957, asks whether this 
preference to small business is contrary to the principles relating to equality 
among bidders under formal advertising procedures. The answer to this ques- 
tion depends upon whether the granting of larger progress payments does in fact 
give an advantage in bidding to small business over other bidders. If so, it is 
clearly contrary to the principles of formal advertising, and must be considered 
legally objectionable unless authorized by statute. 

As is stated in the Assistant Secretary’s letter, when bid invitations provide 
for progress payments, all bids are evaluated equally whether they ask for 
such payments or not. A bidder’s failure to ask for progress payments when 
they are available is proof that that bidder has not been placed at a disadvantage 
by other bidders’ acceptance of such payments. This was the situation involved 
in the decision at 35 Comp. Gen. 282. If it were certain that progress payments 
offered to all bidders would be requested only by small business, restriction of 
their availability to small business would create no inequalities among bidders. 
On the other hand, under an invitation offering progress payments to all bidders, 
a refusal to grant such payments to a bidder merely because he did not qualify 
as small business would be an unwarranted deviation by the Government from 
the advertised terms of the procurement. See Pfotzer v. United States, 77 F. 
Supp. 390, 393, 111 C. Cls. 184, cert. denied 335 U. S. 885. RSS. 

While it probably is true in the great majority of cases that the availability 
and size of progress payments is of less consequence to large than to small 
firms, it is indisputable that earlier payment of money has a value which is often 
recognized by offers of prompt payment discounts. It is entirely possible that 
any contractor’s working capital position at a particular time may be such that 
larger progress payments would avoid the necessity for borrowing money and 
the incidental interest charges. Obviously, it is impossible to know in advance 
whether any particular prospective bidder on a Government procurement, regard- 
less of size, would be able to offer a better price if given progress payments. 
For these reasons, we believe it is too clear to require further discussion that 
an invitation which offers larger progress payments to a certain class of bidders 
creates a potential inequality among bidders which is incompatible with the 
freedom from discrimination and partiality necessary under the statutes requir- 
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ing advertising for the needs of the Government. Cf. United States v. Pan- 
American Petroleum Co., 6 F, 2d 43, at p. 68. As was stated by the court in 
United States v. Brookridge Farm, 111 F. 2d 461, 463, 

“The purpose of these statutes and regulations is to give all persons equal 
right to compete for Government contracts; to prevent unjust favoritism, or 
collusion or fraud in the letting of contracts for the purchase of supplies; and 
thus to secure for the Government the benefits which arise from competition. 
In furtherance of such purpose, invitations and specifications must be such as 
to permit competitors to compete on a common basis. * * *” 

The preferential exception in Directive 7800.5 must, therefore, be deemed in- 
valid as applied to formally advertised procurements unless statutory authority 
exists for such discrimination among bidders. The Assistant Secretary’s letter 
refers specifically to the Small Business Act of 1953. Section 202 of that act, 
67 Stat. 232, 15 U. S. C. 631, declares it to be the policy of the Congress that the 
Government should— 

“* * * aid, counsel, assist, and protect insofar as is possible the interests of 
small-business concerns in order * * * to insure that a fair proportion of the 
total purchases and contracts for supplies and services for the Government be 
placed with small-business enterprises * * *.” 

A similar policy has been announced in other statutes. (See section 714 
(f) (2) of the Defense Production Act of 1950, as amended, 65 Stat. 143; sec. 2 
(b) of the Armed Services Procurement Act of 1947, now 10 U. S. C. 2301; 
sec. 802 (b) of the Federal Property and Administrative Services Act of 1949, 
41 U. S. C. 252 (b)). Also, section 609 of the Department of Defense Appro- 
priation Act, 1958, 71 Stat. 324-25, provides that the Secretary of Defense 
shall, insofar as practicable, 

“* * * assist American small business to participate equitably in the furnish- 
ing of commodities and services financed with funds appropriated under this Act 
by making available * * * information * * * with respect to purchases pro- 
posed * * *, and by making available * * * information as to commodities and 
services produced and furnished by small independent enterprises * * *, and 
by otherwise helping to give small business an opportunity to participate in the 
furnishing of commodities and services financed with funds appropriated by this 
Act.” 

It appears to be the position of the Assistant Secretary that these statutory 
declarations of congressional policy and other statutes such as section 609 of 
the current Defense Department appropriation act are broad enough to au- 
thorize the preference to small business afforded under Directive 7800.5. We are 
unable to agree with this position. 

It is pertinent to note that the Small Business Act itself provides in section 
214 thereof (15 U. S. C. 643), that in order to effectuate the purposes of the act, 
small business shall receive those procurements determined by the Small Busi- 
ness Administration and the procuring agency to be “set aside” for small busi- 
ness. To this extent, and by this specific means, the Congress has authorized a 
disregard of the statutes requiring formal advertising procedures. A mere dec- 
laration of congressional policy, without implementation thereof by specific 
language, should not in our opinion be construed as repealing or making inap- 
plicable definite statutory restrictions otherwise applicable. See, in this con- 
nection, our decisions at 22 Comp. Gen. 1018; 28 id. 662; 31 id. 431. 

The letter from the Assistant Secretary requests advice whether, in the event 
Directive 7800.5 be found objectionable, we would object to the establishment of 
a procedure by your Department whereby equal progress payment percentages 
would be offered all bidders under formally advertised procurements, with pro- 
vision for the allowance of higher percentages in unusual cases. Authorization 
by departmental headquarters would be required for the allowance of higher 
percentages, except that in the case of small business contracting officers would 
be authorized to allow limited higher percentages. 

The suggested procedure would thus provide an administrative process for 
small business different from that to be followed by others. The reasons justify- 
ing the adoption of a different procedure for small business are not stated, and 
our comments must, therefore, be general in nature. If the difference in treat- 
ment is merely procedural and does not create a difference in substantive rights, 
we would not object. If, on the other hand, the suggested procedure is designed 
to accomplish indirectly the same purpose as Directive 7800.5, it would be sub- 
ject to the same objections. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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ExHIBIt B 
OcTOBER 24, 1957. 

From: The Assistant Secretary of the Navy (Material). 
To: Chief, Bureau of Aeronautics. 

Chief, Bureau of Ordnance. 

Chief, Bureau of Ships. 

Chief, Bureau of Supplies and Accounts. 
Subject: Defense Small Business Subcontracting Program. 
Reference: (a) NPD 34-107. 
Enclosure: (1) Proposed letter to prime contractors. 


1. The Defense small-business subcontracting program described in reference 
(a) has been operating on a formal basis for a little over a year. It is believed 
to be having some beneficial effect in helping to provide an equitable share to small 
business of Government procurements. Recent conditions well known to you, prin- 
cipally those involving the reduction of Government procurements, have already 
been felt among the small businesses of the country in the form of reduced sub- 
contracting by our prime contractors. It is apparent that in many cases prime 
contractors are induced to perform themselves work which previously they were 
in the habit of subcontracting. This has brought an outery of complaints and re- 
quests for assistance from small businesses throughout the country addressed 
to the Department of Defense and to Congress. The latter is insisting that the 
military services more closely control the subcontracting of prime contractors and 
do more to insure an adequate share for small business, 

2. There are, of course, important restrictions upon the extent to which we 
can go in this regard. However, the Defense small-business subcontracting 
program is believed to be an entirely valid approach to the problem and one 
that can have a substantial result if the prime contractors are frequently and 
forcefully made aware of our feelings in the matter. 

3. Accordingly, I am proposing that a letter similar in substance and in direct- 
ness to the enclosure be addressed by you to each of the prime contractors of 
the Department of Defense, the cognizance for whom under the subcontracting 
program is assigned to your bureau. If this letter is followed up by continuous 
evidences of interest on the part of your technical and procurement personnel, 
I am hopeful that the average prime contractor will think very carefully about 
the small-business objective when he approaches his make-or-buy decision. 

4. I would be happy to hear from you at any time on this subject. 


F. A. BANTZ, 
Assistant Secretary of the Navy (Material). 


GENTLEMEN: The purpose of this letter is to solicit increased attention to the 
Defense small-business subcontracting program. A similar letter is being sent 
to all of the major prime contractors of the Department of Defense who are 
assigned to Navy cognizance under the program. 

Since the inauguration of the Defense small-business subcontracting program 
on a formal basis over a year ago, new conditions have arisen which make in- 
‘rensed emphasis on this program a matter of great importance. The reduc- 
tion in procurement by the military services which is now underway is being 
felt by small businesses throughout the country because of an increasing tendency 
on the part of our prime contractors to do work themselves which formerly 
has been subcontracted. Complaints and requests for help from the field have 
been heard in increasing number both in the Department of Defense and 
throughout Congress. The Congress is insisting that we make every effort to 
insure that small business continues to receive its fair share of Government 
contracts. At the same time the Department of Defense itself feels anxiety over 
possible reductions in the breadth and variety of its production base. 

Participation in the Defense small-business subcontracting program has been 
entirely voluntary on the part of our prime contractors. This is as it should 
be. However, the Department of Defense must object to any absorption by 
any prime contractor of subcontract work which results in increased costs to the 
Government. Beyond this, we earnestly invite your attention to the broad eco- 
nomic goals of the Government’s small-business program, the success of which 
ultimately affects the welfare of us all. 
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Your past support of the Defense small-business subcontracting program is 
much appreciated. It has been important. Your continued support of all of 
its aspects is urgently requested. It is also asked that among the many con- 
considerations which you must entertain in the course of a make-or-buy de- 
cision you include the objectives of the small-business program. 

Please be assured I am always mindful of the many individual factors which 
you must constantly keep in mind in the management of your company. I 
would be happy to hear from you at any time as to how you feel the Navy 
should proceed in endeavoring to insure an equitable place in our economy for 
small business. 

Sincerely yours, 


x 








